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""X«^UFR  Training 


EARLY  ADOPTION  OF  FASB  117 


ESTABLISHES  NEW  STANDARDS  FOR  GENERAL  -  PURPOSE  EXTERNAL 
FINANCIAL  STATEMENTS  PROVIDED  BY  NOT-FOR-PROFIT  ORGANIZATIONS. 

THE  EFFECTIVE  DATE  OF  THE  NEW  STANDARDS  DEPENDS  UPON  THE 
AMOUNT  OF  THE  ORGANIZATION'S  ASSETS  AND  ANNUAL  EXPENSES. 

THE  STATEMENT  IS  EFFECTIVE  FOR  ANNUAL  FINANCIAL  STATEMENTS 
ISSUED  FOR  FISCAL  YEARS  BEGINNING  AFTER  DECEMBER  15,  1994, 
EXCEPT  AS  FOLLOWS: 

ORGANIZATIONS  WITH  LESS  THAN  $5  MILLION  IN  TOTAL  ASSETS 
AND  LESS  THAN  $1  MILLION  IN  ANNUAL  EXPENSES  MUST  FOLLOW 
STANDARDS  FOR  FINANCIAL  STATEMENTS  WITH  FISCAL  YEARS 
BEGINNING  AFTER  DECEMBER  15,    1995.    (ONLY  25%  OF  POS 
PROVIDERS  CURRENTLY  QUALIFY  FOR  THIS  EXCEPTION. ) 

EARLIER  APPLICATION  IS  ENCOURAGED  BY  FASB. 
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THE  FISCAL  YEAR  1994  UFR  WILL  NOT  BE  MODIFIED  TO  MEET  EARLY 
ADOPTION  OF  FASB  117. 

UFR  MODIFICATION  WILL  MOST  LIKELY  OCCUR  FOR  THE  FISCAL  YEAR 
1995  FILING  PERIOD. 

THE  DIVISION  OF  PURCHASED  SERVICES  WILL  BE  UNABLE  TO  ACCEPT  UFR 
FINANCIAL  STATEMENTS  FOR  FISCAL  YEAR  1994  THAT  HAVE  BEEN 
MODIFIED  FOR  EARLY  ADOPTION  OF  FASB  117. 

THE  NEW  STANDARDS  PROVIDE  FOR  THE  FOLLOWING  MAJOR 
REQUIREMENTS : 

THE  FINANCIAL  STATEMENTS  MUST  PROVIDE  CERTAIN  BASIC 
INFORMATION  THAT  FOCUSES  ON  THE  ENTITY  AS  A  WHOLE  AND  MEETS 
THE  COMMON  NEEDS  OF  EXTERNAL  USERS. 

ALL  NOT-FOR-PROFIT     ORGANIZATIONS  MUST  PROVIDE  THE 
FOLLOWING  FINANCIAL  STATEMENTS: 

STATEMENT  OF  FINANCIAL  POSITION  (BALANCE  SHEET) 
STATEMENT  OF  ACTIVITIES 
STATEMENT  OF  CASH  FLOWS 
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IN  ADDITION,   ALL  VOLUNTARY  HEALTH  AND  WELFARE 
ORGANIZATIONS  MUST  PROVIDE  A  STATEMENT  OF  FUNCTIONAL 
EXPENSES  THAT  REPORTS  EXPENSES  BY  BOTH  FUNCTIONAL  (PROGRAM 
SERVICES  AND  SUPPORTING  ACTIVITIES,   EX,   DAY  CARE \ MANAGEMENT 
AND  GENERAL)  AND  NATURAL  CLASSIFICATIONS   (TYPE  OF  EXPENSE, 
EX,   DEPRECIATION)  . 

THE  STATEMENT  REQUIRES  CLASSIFICATION  OF  NET  ASSETS  AND  ITS 
REVENUES,   GAINS  AND  LOSSES,   BASED  ON  THE  EXISTENCE  OR 
ABSENCE  OF  DONOR  - IMPOSED  RESTRICTIONS. 

THE  STATEMENT  REQUIRES  THESE  RESTRICTIONS  TO  BE  DISPLAYED  IN 
THE  STATEMENT  OF  FINANCIAL  POSITION  AND  STATEMENT  OF 
ACTIVITIES  AS: 

PERMANENTLY  RESTRICTED 
TEMPORARILY  RESTRICTED 
AND  UNRESTRICTED 
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Digitized  by  the  Internet  Archive 

in  2014 


https://archive.org/details/ufrtrainingOOmass 


STATE  AUnTTm?  VRPQRTS 


THIRTY -THREE  PROVIDER  AUDITS  HAVE  BEEN  CONDUCTED  AS  OF  THE 
SPRING  OF  1994  FROM  FISCAL  YEAR  1986  THROUGH  FISCAL  YEAR  1993. 

THE  STATE  AUDITOR  HAS  ALSO  BEEN  CONDUCTING  AUDITS  OF  PROVIDER 
COST  ALLOCATION  PRACTICES. 

TWO  HUNDRED  AND  TWENTY  (220)  INDIVIDUAL  MATERIAL  FINDINGS  WERE 
CONTAINED  IN  29  OF  THESE  AUDITS. 

FOUR    (4)  AUDITS  HAD  NO  MATERIAL  FINDINGS. 

THE  MOST  COMMON  FINDINGS  WERE  RELATED  TO  THE  FOLLOWING: 
O         NON- REIMBURSABLE  COSTS 

o         NON -DISCLOSURE  AND  INAPPROPRIATE  REIMBURSEMENT  OF 
RELATED  PARTIES. 

O         MATERIAL  INTERNAL  CONTROL  WEAKNESSES. 
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TWENTY  TWO  (22)  OF  THE  29  AUDITS  HAD  NON- REIMBURSABLE  COST  AND 
RELATED  PARTY  TRANSACTION  FINDINGS. 

FIFTEEN   (15)    OF  THE  29  AUDITS  CONTAINED  FINDINGS  CONCERNING 
INADEQUATE  PAYROLL  DOCUMENTATION  AND  PAYROLL  PROCEDURES. 

TWELVE   (12)   OF  THE  29  AUDITS  CONTAINED  FINDINGS  CONCERNING 
QUESTIONABLE  PERSONNEL  AND  ACCOUNTING  POLICIES. 

EIGHT   (8)   OF  THE  29  AUDITS  CONTAINED  FINDINGS  CONCERNING 
CONTRACT  OVERBILLING. 
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HOW  DID  THE  UFR  AUDITS  COMPARE  ? 


THE  STATE  AUDITOR'S    (SAO)   ENGAGEMENTS  INCLUDED  EXAMINATIONS  OF 
PROVIDERS  THAT  WERE  CONDUCTED  FOR  MULTIPLE  YEARS  OF  OPERATIONS. 

PRIOR  TO  FISCAL  YEAR  1991 

TWENTY-SEVEN   (27)   FISCAL  YEARS  OF  PROVIDER  OPERATIONS  INVOLVING 
21  PROVIDERS  WERE  EXAMINED  IN  YEARS  PRIOR  TO  FISCAL  YEAR  1991, 
WHEN  UFR  AUDITS  WERE  NOT  CONDUCTED  IN  ACCORDANCE  WITH  GENERALLY 
ACCEPTED  GOVERNMENT  AUDITING  STANDARDS   (GAGAS) .  INTERNAL 
CONTROL    (I  CONTROL)   AND  COMPLIANCE  FINDINGS  OF  DEFICIENCY  WERE 
NOT  REQUIRED  TO  BE  REPORTED  IN  WRITTEN  FORM  IN  THE  UFR  DURING 
THIS  PERIOD  OF  TIME. 

REPORTED  FINDINGS  APPLICABLE  TO  THIS  PERIOD  OF  TIME  WERE 
AS  FOLLOW: 

UFR  FINDING         UFR  OTHER  FINDING 
STATE  AUDITOR    (SAO)  <!AMR  *.<?  ftflO     J  CONTROL  rCMT>T.TA1*rR 

209  0  0  0 

FOURTEEN  (14)  SAO  FINDINGS  WERE  ATTRIBUTABLE  TO  THREE  PROVIDERS 
THAT  WERE  EXEMPT  UFR  FILERS  DURING  THIS  PERIOD  OF  TIME. 
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FISCAL  YEAR  1991 

TWENTY-THREE   (23)   FISCAL  YEARS  OF  PROVIDER  OPERATIONS  INVOLVING 
23  PROVIDERS  WERE  EXAMINED  DURING  FISCAL  YEAR  1991,  WHEN 
UFR  AUDITS  WERE  CONDUCTED,   FOR  THE  FIRST  TIME,   IN  ACCORDANCE 
WITH  GENERALLY  ACCEPTED  GOVERNMENT  AUDITING  STANDARDS   (GAGAS)  . 
INTERNAL  CONTROL  AND  COMPLIANCE  FINDINGS  OF  DEFICIENCY  WERE 
REQUIRED  TO  BE  REPORTED  IN  WRITING  IN  THE  UFR  DURING  THIS 
PERIOD  OF  TIME. 

REPORTED  FINDINGS  APPLICABLE  TO  THIS  PERIOD  OF  TIME  WERE  AS 
FOLLOW: 

UFR  FINDING         UFR  OTHER  FINDING 
STATE  AUDITOR    (SAO)  SAMK  *<?  <?Afi    J  CONTROL  COMPLIANCE 

173  0  9  2 

SIXTEEN   (16)    SAO  FINDINGS  WERE  ATTRIBUTABLE  TO  THREE  PROVIDERS 
THAT  WERE  EXEMPT  UFR  FILERS  DURING  THIS  PERIOD  OF  TIME. 
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FISCAL  YEAR  1992 


ELEVEN   (11)   FISCAL  YEARS  OF  PROVIDER  OPERATIONS  INVOLVING  11 
PROVIDERS  WERE  EXAMINED  DURING  FISCAL  YEAR  1992,  WHEN 
UFR  AUDITS  WERE  CONDUCTED,    FOR  THE  SECOND  YEAR,    IN  ACCORDANCE 
WITH  GENERALLY  ACCEPTED  GOVERNMENT  AUDITING  STANDARDS    (GAGAS) . 
INTERNAL  CONTROL  AND  COMPLIANCE  FINDINGS  OF  DEFICIENCY  WERE 
REQUIRED  TO  BE  REPORTED  IN  WRITING  IN  THE  UFR  DURING  THIS 
PERIOD  OF  TIME. 

REPORTED  FINDINGS  APPLICABLE  TO  THIS  PERIOD  OF  TIME  WERE  AS 
FOLLOW: 

UFR  FINDING         UFR  OTHER  FINDING 
STATE  AUDITOR   (SAO)  SAMR  AG  <?an     J  CONTROL  COMPLIANCE 

107  0  15  1 

TWELVE   (12)    SAO  FINDINGS  WERE  ATTRIBUTABLE  TO  TWO  PROVIDERS 
THAT  WERE  EXEMPT  UFR  FILERS  DURING  THIS  PERIOD  OF  TIME. 
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FISCAL  YEAR  1993 

SEVEN  (7)   FISCAL  YEARS  OF  PROVIDER  OPERATIONS  INVOLVING  7 
PROVIDERS  WERE  EXAMINED  DURING  FISCAL  YEAR  1993,  WHEN 
UFR  AUDITS  WERE  CONDUCTED,    FOR  THE  THIRD  YEAR,    IN  ACCORDANCE 
WITH  GENERALLY  ACCEPTED  GOVERNMENT  AUDITING  STANDARDS    (GAGAS)  . 
INTERNAL  CONTROL  AND  COMPLIANCE  FINDINGS  OF  DEFICIENCY  WERE 
REQUIRED  TO  BE  REPORTED  IN  WRITING  IN  THE  UFR  DURING  THIS 
PERIOD  OF  TIME. 

REPORTED  FINDINGS  APPLICABLE  TO  THIS  PERIOD  OF  TIME  WERE  AS 
FOLLOW: 

UFR  FINDING        UFR  OTHER  FINDING 
STATE  AUDITOR    (SAO)  r«MMR  a.<?  <?an     J  CONTROL  COMPLIANCE 

75  0  4  1 

NINE   (9)    SAO  FINDINGS  WERE  ATTRIBUTABLE  TO  ONE  PROVIDER 
THAT  WAS  AN  EXEMPT  UFR  FILER  DURING  THIS  PERIOD  OF  TIME. 
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THE  STATE  AUDITOR  FINDINGS  RAISE  A  SIGNIFICANT  LEVEL  OF 


CONCERN  IN  THE  FOLLOWING  AREAS: 


1.  Executive  Director  Activities 

2 .  Consul  tan ts 

3.  Related  Party  Transactions 

4 .  Certain  Fringe  Benefi ts 

5.  Travel  Allowances 

6.  Lack  of  Internal  Controls  over  Payroll  Functions 

7 .  Overbi 1 1 ing 

8.  Improper  Accounting  Procedures 


Executive  Director  Activities 

No  documentation  of  sick  leave:     Undocumented  costs  are 
nonreimbursable  pursuant  to  808  CMR  1.15   (20)  Itemized 
Deductions   (new  regulation  effective  July  1,   1994  808  CMR  1.15 
(26)   Undocumented  Expenses)  and  OMB  Circular  A- 122,  Factors 
Affecting  Allowability. 

Payment  while  on  a  sabbatical,  and  for  the  time  they  attended 
law  school:    Nonprogram  expenses  are  nonreimbursable  pursuant 
to  808  CMR  1.15   (12)  and  OMB  Circular  A-122,  Basic 
Considerations   (3)  Reasonable  Costs. 

Reimbursement  for  private  landscaping:    Nonprogram  Expenses 
are  nonreimbursable  pursuant  to  808  CMR  1.15   (12)  and  OMB 
Circulars  A-122  Basic  Considerations   (3)  Reasonable  Costs. 

Executive  director  billed  the  Commonwealth  for  private 
counseling  services:     Nonprogram  Expenses  are  nonreimbursable 
pursuant  to  808  CMR  1.15   (12)  and  OMB  Circulars  A-122,  Basic 
Considerations   (3)  Reasonable  Costs. 

Employed  underage  sons  with  no  written  documentation: 

Undocumented  costs  are  nonreimbursable  pursuant  to  808  CMR  1.15 
(20)  Itemized  Deductions   (new  regulation  effective  July  1,  1994 
808  CMR  1.15   (26)   Undocumented  Expenses)  and  OMB  Circular  A-122 
Factors  Affecting  Allowability.     This  condition  also  violates 
the  Child  Labor  Provisions  of  the  United  States  Fair  Labor 
Standards  Act. 

Compensated  by  a  related  party  at  the  same  time  he/she  was 
compensated  by  the  provider:     This  excess  payment  condition  is 
subject  to  the  Disallowance  and  Recovery  provisions  of  the  DPS 
General  Conditions  of  the  Master  Agreement  and  OMB  Circulars 
A-122  Basic  Considerations   (3)  Reasonable  Costs. 
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Executive  director  received,  severance  pay:  Nonprogram 
Expenses  are  nonreimbursable  pursuant  to  808  CMR  1.15   (12)  and 
OMB  Circulars  A- 122  Selected  Items  of  Cost  (44)  Severance  Pay. 

No  documentation  for  travel  reimbursements:  Undocumented 
costs  are  nonreimbursable  pursuant  to  808  CMR  1.15   (20)  Itemized 
Deductions   (new  regulation  effective  July  1,   1994  808  CMR  1.15 
(26)   Undocumented  Expenses)  and  OMB  Circular  A-122,  Factors 
Affecting  Allowability. 

No  documentation  of  credit  cards:     Undocumented  costs  are 
nonreimbursable  pursuant  to  808  CMR  1.15   (20)  Itemized 
Deductions   (new  regulation  effective  July  1,   1994,   808  CMR  1.15 
(26)   Undocumented  Expenses)  and  OMB  Circular  A-122,  Factors 
Affecting  Allowability. 

Many  nonprogram  and  undocumented  costs  that  were  noted  as  being 
acquired  were  for  luxury  items. 


WEBSTER'S  DEFINITION  OF  LUXURY: 

SOMETHING  ADDING  TO  PLEASURE  OR  COMFORT  BUT  NOT  ABSOLUTELY 
NECESSARY. 


RECOMMENDATION 

Expand  tests  to  verify  executive  director  transactions . 

This  is  an  area  of  significant  sensitivity  and  warrants 
additional  tests  to  ensure  compliance  with  DPS  General 
Conditions  and  Nonreimbursable  cost  provisions  and  OMB  Circular 
A-122  Cost  Principles .  Providers  should  ensure  that  the 
organization  has  proper  internal  controls  that  include  adequate 
segregation  of  duties,   to  prohibit  abuses.     The  board  of 
directors  must  be  more  active  in  oversight. 


Lack  of  written  contracts:     This  condition  is  not  in  keeping 
with  the  maintenance  of  records'  provisions  of  the  DPS  General 
Conditions  of  the  Master  Agreement  and  the  contract  provision 
requirements  of  the  procurement  standards  of  OMB  Circular  A- 110. 
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Executive  director  was  paid  as  a  consultant  as  well  as  an 
Executive  Director:     This  condition  is  not  in  keeping  with  the 
Reimbursable  Operating  Cost  provisions  as  reasonably  incurred  or 
expected  to  be  incurred  provisions  of  808  CMR  1.02  and  the  arm's 
length  bargaining  requirements  of  OMB  Circular  A-122,  Basic 
Considerations   (3)  Reasonable  Costs  part   (b) . 

Failure  to  file  IRS  Forms  1099:     Failure  to  file 
income  statements  for  consultants  violates  the  provisions  of  the 
Internal  Revenue  Service  Code,  and  Compliance  with  the 
applicable  statutes,  regulations  and  manual  provisions  of  the 
DPS  General  Conditions  to  the  Master  Agreement. 

Compensation  received  before  services  were  rendered:  Payment 
for  services  prior  to  delivery  violates  the  reimbursement 
provisions  of  state  finance  law. 


RECOMMENDATION 

Providers  should  prepare  written  agreements  with  consultants 
stating  the  task,   compensation  and  method  of  payment. 


Related  Party  Costs 

Related  party  was  not  disclosed:    Nondisclosure  of  related 
party  relationships  and  transactions  violates  the  disclosure 
requirements  of  the  General  Conditions  of  the  Master  Agreement, 
Contract  Budget,   UFR,  and  FASB  Statement  Number  57. 

Related  party  was  selected  for  contract  work  without  an  open 
bid  process:     This  condition  is  not  in  keeping  with  the  arm's 
length  bargaining  requirements  of  OMB  Circular  A-122,  Basic 
Considerations   (3)  Reasonable  Costs  part   (b)  and  the  Competition 
and  Procurement  Procedures  of  OMB  Circular  A- 110. 

RECOMMENDATION 

Providers  must  disclose  the  existence  of  related  parties. 
Independent  auditors  must  conduct  tests  for  related  parties  and 
circulate  representation  letters.     Competitive  bidding  should  be 
encouraged  especially,  regarding  related  parties. 
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Certain  Fringe  BSffifl^ 


Extra  life  insurance,  advances  and  loans,  were  given  to 
employees  in  a  discriminatory  manner:     Fringe  benefits  that  are 
not  available  to  all  employees  are  nonreimbursable  in  accordance 
with  808  CMR  1.15    (9)  . 


RECOMMENDATION 

Providers  must  monitor  the  assignment  of  fringe  benefits  so  they 
do  not  discriminate  against  any  employee  and  so  that  they  adhere 
to  the  written  policies  of  the  agency. 


Travel  *  7  7  Qwangejj 

Billing  for  personal  travel  time  and  in  excess  of  approved 
limits:     Travel  reimbursement  for  personal  use  in  excess  of  the 
IRS  milage  guidelines .     Personal  travel  reimbursement  is  a 
nonreimbursable  Nonprogram  Expenses  pursuant  to  808  CMR  1.15 
(12)  and  OMB  Circulars  A-122,  Basic  Considerations  (3) 
Reasonable  Costs.     Program- related  travel  in  excess  of  IRS 
milage  guidelines  is  nonreimbursable  in  accordance  with  808  CMR 
1.15   (11)   Travel  allowances. 


RECOMMENDATION 

Personal  and  official  travel  records  must  be  maintained.  Travel 
should  only  be  reimbursed  on  a  per  mile  basis  that  does  not 
exceed  IRS  limits. 


Lack  of  ini-f*ima  7  controls  over  payroll  fimnrirmt* 

Missing  or  fraudulent  time  sheets:     Payroll,   time  and 
attendance  records  documenting  program  assignment  and  hours  and 
days  worked  must  be  maintained  for  all  employees  pursuant  to  DPS 
General  Conditions  to  the  Master  Agreement.     OMB  Circular  A-122 
Selected  Items  of  Cost  (6)  1.  Support  of  Salaries  and  Wages 
requires  the  maintenance  of  payroll  and  activity  reports  for  all 
professional  staff  and  payroll,   time  and  attendance  records 
documenting  program  assignment  and  hours  and  days  worked  for 
nonprofessional  employees. 

Payments  to  under-age  workers  without  time  sheet 
documentation:     Employing  under-age  employees  violates  the 
Child  Labor  Provisions  of  the  United  States  Fair  Labor  Standards 
Act  which  is  also  a  violation  of  the  DPS  General  Conditions  to 
the  Master  Agreement  concerning  compliance  with  applicable 
statutes ,   regulations  and  manuals. 
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Excess  accrual  of  vacation  and  compensatory  time:     The  DPS 

General  Conditions  to  the  Master  Agreement  and  OMB  Circular 
A- 122,  Basic  Considerations,  requires  books  and  records  to  be 
maintained  and  costs  to  be  determined  in  accordance  with 
Generally  Accepted  Accounting  Principles. 


RECOMMENDATION 

The  internal  control  structure  of  *~he  organization  must  provide 
for  an  adequate  payroll  audit  trail,  including  accurate,  signed 
time  sheets,  payroll  journals,  and  a  written  personnel  policy. 


Ncm-ae1hfrf>Tire  to  perftnnnpl  policies: 

No  documented  personnel  policy:     Written  personnel  policies 
are  required  pursuant  to  the  DPS  General  Conditions  to  the 
Master  Agreement.     The  policies  must  familiarize  employees  with 
statues,  rules  and  regulations  concerning  confidentiality, 
affirmative  action,  non- discrimination  in  service  delivery  and 
employment,   client  rights,  and  reporting  client  abuse.  The 
policies  must  also  adhere  to  record  keeping  requirements  for 
employees . 

Awarding  of  bonuses,  compensatory  time,  sick  leave,  vacation 
contrary  to  the  provider ' s  own  policy:     The  policies  of  the 
organization  that  are  part  of  the  program  proposal  of  the 
response  to  the  Commonwealth' s  Program  Request  for  Proposal  are 
incorporated  into  the  successful  contract  award.     Bonuses  are 
considered  nonreimbursable  fringe  benefits  and  non -program 
expenses  pursuant  to  808  CMR  1.15,    (9)  Certain  Fringe  Benefits, 
and  (12)  Non -Program  Expenses,   unless  the  bonuses  are  made 
available  to  all  employees  as  part  of  an  employee  morale,  health 
and  welfare  program  and  the  related  expenses  are  included  as 
part  of  salaries  in  the  negotiated  or  approved  budget  with  the 
Commonwealth.     Bonuses  are  also  nonreimbursable  pursuant  to  OMB 
Circular  A-122,  Selected  Items  of  Cost,    (11)  Employee  morale, 
health,  and  welfare  costs  and  credits  unless  they  are  incurred 
in  accordance  with  established  practice  for  the  improvement  of 
employee  performance  and  morale. 

Failure  to  have  complete  personnel  records,  including  job 
descriptions  and  evaluations:     Failure  to  maintain  adequate 
personnel  records  as  delineated  in  the  DPS  General  Conditions  to 
the  Master  Agreement  Personnel  Policies,    (2)  Record  Keeping,  is 
a  violation  of  the  terms  and  conditions  of  the  contract  with  the 
Commonweal  th . 
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Executive  director  approved  pay  raises;  bonuses  without  board 
of  director' s  approval.     This  practice  is  not  a  good  internal 
control  and  not  in  keeping  with  Generally  Accepted  Accounting 
Principles .     The  DPS  General  Conditions  mandate  the  use  of 
generally  accepted  accounting  principles  for  personnel  and 
financial  procedures  and  record  keeping.     OMB  Circular  A-122, 
Factors  affecting  allowability,    (2)    (f)  indicates  that  costs  are 
not  reimbursable  unless  they  have  been  determined  in  accordance 
generally  accepted  accounting  principles .     In  addition,  board  of 
directors  of  charitable  organizations  have  been  charged  by  the 
attorney  general  with  the  responsibility  of  assuring  that  the 
agency  has  adequate  internal  accounting  systems. 


RECOMMENDATION 

Each  provider  should  have  a  clearly  written  personnel  policy. 
This  document  should  detail  the  provider's  policy  on  sick  leave, 
vacation,   compensatory  time  and  describes  what  is  acceptable  for 
reimbursement  of  personal  expenses .     The  executive  director  or 
other  employees  must  not  be  reimbursed  when  the  provider's 
personnel  policy  has  not  been  observed. 

The  oversight  role  of  the  board  of  directors  should  be  spelled 
out  in  the  provider' s  personnel  policy  and  that  role  should  be 
consistent  with  the  attorney  general's  guidance  and  generally 
accepted  accounting  principles .     The  board  must  consist  of 
members  that  are  vital  and  diverse  and  who  provide  adequate 
oversight  and  accountability  functions  for  the  agency. 


Oyprhi 7  7  inq- 

Overbilling  was  detected  in  the  following  fashions: 

Billing  at  a  higher  rate  than  approved  for  the  contract. 

Billing  for  days  where  clients  were  not  in  attendance. 

Client  fees  not  deducted  from  billings  to  the  Commonwealth. 

Double  billing  for  units  and  hours  in  separate  contracts,  or 
separate  programs. 

Billings  were  not  reduced  after  unanticipated  third  parties 
offset  expenses. 
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Excess  payments  are  subject  to  the  Disallowance  and  Recovery 
provisions  of  the  DPS  General  Conditions  of  the  Master  Agreement 
and  OMB  Circulars  A -122,  Basic  Considerations  (3)  Reasonable 
Costs. 


RECOMMENDATION 

Providers  should  employ  adequate  internal  controls  that  monitor 
and  compare  contract  billing  with  contract  obligations. 
Independent  auditors  must  familiarize  themselves  with  contract 
budgeting  and  billing  provisions  that  affect  reimbursement. 


Tnjirrijte>r  anri  inadequate  acmimfincr  procedures: 

The  following  improper  and  inadequate  accounting  procedures 
were  noted: 

A  general  ledger  was  not  maintained. 

Reconciliation  of  invoices  to  subsidiary  ledgers  did  not 
occur. 

The  provider  had  inadequate  and  improper  segregation  of 
duties. 


RECOMMENDATION 

Providers  should  conduct  their  affairs  in  accordance  with 
generally  accepted  accounting  principles  as  follows: 

Procedures  for  billing,  payroll,   cash  receipts  and 
disbursements ,  account  payable  and  receivable, 
reconciliation  requirements  and  maintenance  of  books  of 
original  entry  should  be  contained  in  a  written  accounting 
and  policies  and  procedures  manual. 

Independent  auditors  should  place  more  emphasis  on  testing 
for  adequate  internal  controls  and  especially  internal 
controls  designed  to  ensure  compliance  with  laws  and 
regulations  and  write  finding  when  warranted. 


OVERALL  RECOMMENDATIONS 

DPS  must  continue  to  emphasize  the  following  in  training 
purchasing  agencies,  providers,  and  independent  auditors : 

Disclosure  and  reimbursement  requirements  for  related  party 
relationships . 
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The  need  for  providers  to  adhere  to  their  own  personnel 
policies . 

Providers  need  to  maintain  an  accurate  and  current  inventory 
of  all  assets,  as  well  as  state  assets  purchased  through 
capital  budgets. 

Providers'  need  to  maintain  an  adequate  internal  control 
structure. 

Providers  internal  controls  must  be  designed  to  ensure  that 
the  agency  is  complying  with  applicable  laws  and 
regulations . 

Purchasing  agencies  must  conduct  contract  monitoring  to 
ensure  that  the  minimum  standards  of  the  contract  terms  and 
conditions  are  being  met.     This  would  include,  but  not  be 
limited  to,  a  review  of  personnel,  administration, 
performance  tracking  and  accounting  and  billing  procedures . 


NOT  HAVING  ADEQUATE  INTERNAL  CONTROLS  IS  ALSO  CONSIDERED 
NONCOMPLIANCE . 


COMPLIANCE  SUPPLEMENT  ILLUSTRATES  HOW  NONCOMPLIANCE  CAN  CAUSE 
MISSTATEMENTS  THAT  ARE  MATERIAL  TO  THE  FINANCIAL  STATEMENTS. 


LIABILITIES  TO  THE  COMMONWEALTH 
TERMINATION  OF  CONTRACT 
DEBARMENT 
LEGAL  ACTION 
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HIGHLirxrr.Q  (W  NEW  REGULATIONS 
EFFECT!  VE  JULY  I.  1994 
(ATTACHED) 

1.  PRIOR  NOTICE  OF  RELATED  PARTY  TRANSACTIONS   [808  CMR  10.4 
(5)]  . 

2.  INVENTORY  OF  EQUIPMENT  AND  FURNISHING  [808  CMR  1.04    (6)  ]  . 

3.  PENALTIES  FOR  FAILURE  TO  COMPLY  WITH  [808  CMR  1.04    (5),  (6), 
AND    (25)  ]  . 

4.  NONREIMBURSEMENT  OF  RELATED  PARTY  COSTS   [808  CMR  1.15    (8)] . 

5.  NONREIMBURSEMENT  OF  LUXURY  ITEMS   [808  CMR  1.15    (23)] . 

6.  NONREIMBURSEMENT  OF  SALARIES  OF  OFFICERS  AND  MANAGERS  [808 
CMR  1.15    (24) ] . 

7.  NONREIMBURSEMENT  OF  MORTGAGE  PRINCIPAL   [808  CMR  808  1.15 
(25)] . 

8.  NONREIMBURSEMENT  OF  UNDOCUMENTED  EXPENSES   [808  CMR  1.15 

(26)]  . 

9.  NONREIMBURSEMENT  OF  ADMINISTRATION  AND  SUPPORT  COSTS  [808 
CMR  1.15    (27) ] . 

10.  CLARIFYING  LANGUAGE  TO  NOT-FOR-PROFIT  PROVIDER  SURPLUS 
REVENUE  RETENTION  PROVISION  [808  CMR  1.19  (3)]. 
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CHANGES  TO  THE  UFR  FOR  1994 


INCORPORATION  OF  RSC  FILTNTZ  BRQTTTREMENTS  FOR 
ODTPATTTarr  *n?HTAL  HEALTH  CLT^T^S,    SUBSTANCE  ABUSE  AND  EARLY 
INTERVENTION  PROVIDERS  INTO  THE  UFR 


THE  FILING  REQUIREMENTS  OF  THE  MHC-1  AND  PROVIDERS  OF  SUBSTANCE 
ABUSE  AND  EARLY  INTERVENTION  SERVICES  HAVE  BEEN  INCORPORATED 
INTO  THE  UFR. 

NEW  SUPPLEMENTAL  SCHEDULES  E  THROUGH  M  HAVE  BEEN  DEVELOPED  FOR 
THIS  PURPOSE. 

SPECIAL  INSTRUCTIONS  FROM  THE  RATE  SETTING  COMMISSION  FOR  THESE 
PROVIDERS  ARE  FOUND  THROUGHOUT  THE  UFR. 
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MANACH&fENT  LETTERS 


MANAGEMENT  LETTERS  THAT  CONTAIN  NONREPOR TABLE  INTERNAL  CONTROL 
WEAKNESSES  AND  NONMATERIAL  INSTANCES  OF  NONCOMPLIANCE 
CONDITIONS  THAT  HAVE  BEEN  REFERRED  TO  IN  THE 
AUDITOR'S  REPORTS  ON  INTERNAL  CONTROLS  AND  COMPLIANCE 
MUST  BE  FILED  WITH  THE  UFR,    BUT  UNDER  SEPARATE  COVER. 

INTERNAL  CONTROLS 

THESE  INCLUDE  NONREPORTABLE  CONDITIONS  IN  A  PROVIDER'S  INTERNAL 
CONTROL  STRUCTURE  THAT  ARE  NOT  CONSIDERED  MATERIAL  WEAKNESSES 
OR  THAT  DO  NOT  REPRESENT  SIGNIFICANT  DEFICIENCIES  IN  THE  DESIGN 
OR  OPERATION  OF  THE  INTERNAL  CONTROL  STRUCTURE. 

NONCOMPLIANCE 

NONMATERIAL  INSTANCES  OF  NONCOMPLIANCE  THAT  REPRESENT  FAILURES 
TO  FOLLOW  REQUIREMENTS,    OR  VIOLATIONS  OF  PROHIBITIONS, 
CONTAINED  IN  STATUTES,   REGULATIONS,    OR  GRANTS  AND  CONTRACTS 
THAT  CAUSE  THE  AUDITOR  TO  CONCLUDE  THAT  THE  AGGREGATION  OF 
MISSTATEMENTS  RESULTING  FROM  THOSE  FAILURES  OR  VIOIATIONS  IS 
NOT  MATERIAL  TO  THE  FINANCIAL  STATEMENTS. 
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MANDATORY  UFR  AUDIT  TRAINING  FOR  INDEPENDENT  AUDITOR 


THE  UFR  MAY  ONLY  BE  AUDITED  BY  AN  INDEPENDENT  AUDITOR  WHO  HAS 
ATTENDED  UFR  TRAINING  FOR  THE  YEAR  IN  WHICH  THE  UFR  WAS 
AUDITED.      THE  INDEPENDENT  AUDITOR  SHALL  HAVE  FULFILLED  THE  UFR 
ATTENDANCE  REQUIREMENT  IF  THE  INDEPENDENT  AUDITOR  WAS 
REPRESENTED  AT  THE  UFR  TRAINING  SESSION  BY  AN  AUDIT  SUPERVISOR, 
AUDIT  MANAGER,    OR  DESIGNATED  TRAINING  OFFICER. 

SELECTION  OF  UFR  INDEPENDENT  AUDITOR 

THE  INDEPENDENT  AUDITOR  OF  THE  UFR  MUST  BE  SELECTED  AND  ENGAGED 
BY  THE  PROVIDER'S  AUDIT  COMMITTEE  OR  OTHERS  WITH  EQUIVALENT 
AUTHORITY  AND  RESPONSIBILITY,   SUCH  AS  THE  BOARD  OF  DIRECTORS, 
BOARD  OF  TRUSTEES  OR  THE  OWNER  IN  OWNER -MANAGED  ENTITIES.  THIS 
MANDATORY  GUIDANCE  IS  CONSISTENT  WITH  THE  CONCEPT  THAT  THE 
AUDIT  COMMITTEE  IS  AN  INTEGRAL  PART  OF  THE  AGENCY'S  INTERNAL 
CONTROL  ENVIRONMENT,   AS  WELL  AS  THE  NEED  FOR  THE  AUDIT  COMMITTEE 
TO  FULFILL  ITS  AUTHORITY  AND  RESPONSIBILITY  OF  OVERSIGHT  OF  THE 
AGENCY'S  FINANCIAL  REPORTING  AS  CODIFIED  IN  AICPA  STATEMENTS  ON 
AUDITING  STANDARDS  NOs .   55,    60,    61,   and  68. 
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UFR  AUDIT  SERVICES  CHECKLIST  &  CERTIFICATION 


THE  AUDIT  SERVICES  CHECKLIST  AND  CERTIFICATION  MUST  BE  PREPARED, 
SIGNED  AND  SUBMITTED  ALONG  WITH  THE  UFR,   BUT  UNDER  SEPARATE 
COVER,   BY  A  DESIGNATED  REPRESENTATIVE  OF  THE  PROVIDER 
ORGANIZATION. 

THE  FIRST  TWO  QUESTIONS  IN  THE  CHECKLIST  CONCERN  PROCUREMENT  OF 
AUDIT  SERVICES  IN  ACCORDANCE  WITH  OMB  CIRCULAR  A -110. 

PROVIDERS  ARE  SUBJECT  TO  OMB  CIRCULAR  A- 110  IF  THEY  RECEIVE  ANY 
FEDERAL  ASSISTANCE.     DOLLAR  THRESHOLDS  HAVE  NOT  BEEN  ESTABLISHED 
BY  THE  FEDERAL  GOVERNMENT  FOR  THE  APPLICATION  OF  OMB  CIRCULAR 
A-110. 
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OMB  CIRCULARS  A- 122  AND  A -110  PROVIDES  THAT  ANY  PURCHASE  FOR 
GOODS  AND  SERVICES   (AUDIT  AND  LEGAL,   ETC.  )   BY  THE  RECIPIENT  OR 
SUBRECIPIENT  OF  FEDERAL  ASSISTANCE  MUST  BE  PROCURED  ON  AN 
ARM'S  LENGTH  BASIS  THROUGH  FORMAL  COMPETITIVE  PROCUREMENT, 
WHENEVER  PRACTICAL.     PROVIDERS  ARE  ALSO  REQUIRED  TO  MAKE 
PROCUREMENT  DOCUMENTATION  AVAILABLE  TO  FEDERAL  FUNDING  AGENCIES 
FOR  ANY  PURCHASES  EXCEEDING  THE  NEWLY  DEFINED  "SMALL  PURCHASE" 
THRESHOLD   (CURRENTLY  $25,  000)  . 

PROCUREMENTS  THAT  DO  NOT  ADHERE  TO  THE  ARM'S  LENGTH  BASIS  ARE 
NOT  REIMBURSABLE.     A  COPY  OF  OMB  CIRCULAR  A- 110  HAS  BEEN 
FURNISHED  IN  THE  FISCAL  YEAR  1994  UFR  AUDITOR'S  COMPLIANCE 
SUPPLEMENT. 

MANDATORY  USE  OF  UFR  TF*TPTJiTR 

PROVIDERS  THAT  HAVE  BEEN  FURNISHED  WITH  TEMPLATES  BY  DPS  MUST 
RETURN  THE  COMPLETED  TEMPLATES,    TOGETHER  WITH  A  PAPER  COPY  OF 
THE  UFR,    TO  DPS.     REVISED  TEMPLATES  FOR  FY  '94  HAVE  BEEN 
DEVELOPED  FOR  THIS  PURPOSE  AND  MUST  BE  USED  FOR  PREPARATION  OF 
THE  UFR.     PROVIDERS  THAT  ARE  UNABLE  TO  UTILIZE  THE  TEMPLATES 
BECAUSE  THEY  LACK  ACCESS  TO  ADEQUATE  COMPUTER  RESOURCES  MUST 
FORWARD  A  WRITTEN  REQUEST  TO  WAIVE  THESE  REQUIREMENTS  TO  DPS 
PRIOR  TO  THEIR  FILING  DUE  DATE. 
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prmznm.H  p  SERVICE  EFFORTS  AND  ArrrmT.T.GHMKKrrK 


SCHEDULE  D  HAS  BEEN  MODIFIED  AND  RENAMED  AS  PART  OF  THE 
COMMONWEALTH'S  ONGOING  PERFORMANCE  CONTRACTING  INITIATIVE. 

THIS  CONCEPT  IS  IN  KEEPING  WITH  THE  COMMONWEALTH'S  DESIRE  TO 
FOCUS  OUR  EFFORTS  ON  ATTAINING  PROGRAM  RESULTS  THAT  FURNISH 
ECONOMICAL,   EFFICIENT  AND  EFFECTIVE  OUTCOMES. 

PREPARATION  OF  THE  SECOND  PAGE  OF  SCHEDULE  D  IS  OPTIONAL  THIS 
YEAR. 

THE  ABILITY  TO  REPORT  ON  SERVICE  EFFORTS  AND  ACCOMPLISHMENTS 

WILL  BE  AN  EVOLVING  PROCESS  AS  PARTICIPANTS  IN  THE 

PURCHASE -OF -SERVICE  SYSTEM  BECOME  BETTER  ADEPT  AT  IDENTIFYING, 

RECORDING  AND  REPORTING  ON  APPROPRIATE  OUTPUT  AND  OUTCOME 

MEASURES. 
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PERFORMANCE:     THE  MANNER,   EXTENT  AND  ADEQUACY  TO  WHICH  THE 
PROGRAM  ACCOMPLISHES  AND  FULFILLS  ITS  OBJECTIVES  AND  THE 
EXPECTATIONS  OF  THE  LEGISLATURE  AND  CITIZENS. 

SERVICE  EFFORT:     THE  AMOUNT  OF  FINANCIAL  AND  NONFINANCIAL 
RESOURCES  PUT  INTO  THE  PROGRAM. 

ACCOMPLISHMENTS:     THE  ACHIEVEMENT  OF  PROGRAM  GOALS  AND 
OBJECTIVES  IN  AN  ECONOMICAL,   EFFICIENT  AND  EFFECTIVE  MANNER. 

ECONOMY:     CAREFUL  AND  PRUDENT  USE  OF  RESOURCES,    OPERATING  WITH 
AS  LITTLE  WASTE  AS  POSSIBLE.     RESOURCES  WERE  OBTAINED  AT  THE 
LEAST  POSSIBLE  COST. 

EFFECTIVENESS:     PRODUCING  THE  OUTCOMES  DESIRED  BY  THE  CITIZENS 
AND  MANDATED  BY  THE  LEGISLATURE  IN  A  MANNER  THAT  MEETS  PUBLIC 
EXPECTATIONS  AND  FULFILLS  THE  SPECIFIED  GOALS  AND  OBJECTIVES  OF 
THE  PROGRAM. 
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EFFICIENCY:     RATIO  OF  USEFUL  SERVICES  DELIVERED  BY  A  PROVIDER 
TO  THE  RESOURCES  SUPPLIED  TO  IT  TO  DELIVER  THOSE  SERVICES.  SAID 
ANOTHER  WAY:     OUTPUT  OF  THE  PROGRAM  AS  SET  ON  A  COST -PER -UNIT  OR 
CLIENT  BASIS  IS  RELATIVELY  LOW.     THE  TOTAL  COST  TO  PROVIDE  THE 
SERVICE  DOES  NOT  EXCEED  THE  BENEFIT  DERIVED  FROM  ACHIEVING  THE 
PROGRAM  OUTPUT  AND  OUTCOME. 

OUTPUT:     OUTPUTS  ARE  THE  QUANTITY  OF  SERVICES  PROVIDED  OR  WORK 
CONDUCTED.     EXAMPLES  OF  OUTPUT  ARE:     THE  NUMBER  OF  STUDENTS 
GRADUATED,   NUMBER  OF  CLIENTS  RECEIVING  TRAINING,   AND  THE  NUMBER 
OF  UNEMPLOYED  PERSONS  PLACED  IN  JOBS. 

OUTCOMES:     OUTCOMES  ARE  THE  ACCOMPLISHMENTS  OR  RESULTS 
ATTAINED    (AT  LEAST  PARTIALLY)   BECAUSE  OF  SERVICES  PROVIDED 
(OUTPUTS  ATTAINED)  .      OUTCOMES  DIFFER  FROM  OUTPUTS.      FOR  EXAMPLE, 
WHILE  THE  NUMBER  OF  UNEMPLOYED  PERSONS  PLACED  IN  JOBS  MAY  BE 
ESTABLISHED  AS  A  MEASURE  OF  A  JOB  TRAINING  PROGRAM'S  IMMEDIATE 
OUTPUT,    THE  PROGRAM'S  ULTIMATE  OUTCOME   (TEST  OF  EFFECTIVENESS) 
DEPENDS  ON  WHETHER  THE  PERSONS  IN  THE  JOB  TRAINING  PROGRAM  ARE 
MORE  LIKELY  TO  REMAIN  EMPLOYED  THAN  SIMILAR  PERSONS  NOT  IN  THE 
PROGRAM. 
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Supplemental  Schedule  D  -  Service  Efforts  And  Accomplishments 

The  Service  Efforts  and  Accomplishments  section  of  the  first  page  of  Schedule  D  must  be  completed 
for  this  reporting  year.  Preparation  of  the  second  page  of  Schedule  D,  which  measures  output  and 
outcome  performance  effectiveness  and  efficiency,  is  optional  for  this  reporting  year. 

Please  note  the  same  program  number  that  was  utilized  on  the  Attachment  B  Program  Budget  must 
be  used  to  report  the  same  financial  and  program  activity  in  all  of  the  UFR  Schedules. 

The  intent  of  this  schedule  is  to  provide  the  report  user  with  information  that  will  assist  in  assessing  the 
performance  of  the  provider.  This  objective  is  consistent  with  the  Commonwealth's  ongoing  performance 
contracting  initiative  and  the  desire  to  focus  our  efforts  on  attaining  program  results  that  furnish 
economical,  efficient  and  effective  outcomes.  Schedule  D  attempts  to  furnish  performance  information  in  a 
manner  that  measures  the  successful  application  of  resources  dedicated  to  attaining  the  accomplishments  of 
the  program.  This  information  is  important  to  external  users  in  assessing  the  accountability  of  the  provider 
and  the  Commonwealth.  In  addition,  the  information  assists  the  provider  and  the  Commonwealth  in  making 
more  informed  social  and  economic  decisions.  Performance  measures  help  facilitate  the  process  of  change 
for  the  better  by  focusing  our  attention  on  attaining  results  through  good  administrative  and  programmatic 
practices. 

Schedule  D  should  prompt  many  questions  from  preparers  and  users  that  could  possibly  initiate  desirable 
change.  For  instance,  one  of  the  essential  aspects  of  performance  that  we  want  to  measure  is  the  budgeting 
and  acquisition  of  resources.  Did  the  provider  and  Commonwealth  assure  that  all  necessary  resources  were 
budgeted  and  obtained?  Were  resources  applied  to  the  proper  programs  in  the  proper  amount,  given  the 
level  of  efficiency  and  effectiveness  of  attained  program  results  and  performance?  Other  questions  would 
concern  themselves  with  the  service  outputs  and  service  outcomes  of  the  program.  Did  the  attained  outputs 
in  the  form  of  service  units  result  in  efficient  and  effective  outcomes?  If  the  service  output  was 
vaccinations  of  elementary  school  students,  did  this  output  result  in  outcomes  that  changed  the  children's 
health  status  in  a  manner  that  was  considered  medically  and  monetarily  sound  to  health  professionals, 
administrators,  legislators  and  citizens?  How  did  the  level  of  outcome  efficiency  and  effectiveness  compare 
to  similar  programs  that  were  attempting  to  change  the  children's  health  status. 

Many  of  these  questions  will  not  be  answered  this  year.  This  is  because  outcomes  and  outcome  measures 
have  not  been  identified  and  available  for  recording  and  reporting  in  many  social  service  programs.  In 
addition,  our  ability  to  analyze  how  the  reporting  entity  compares  to  similar  programs  and  to  provide  multi- 
year  trend  information  is  also  not  currently  feasible  for  many  social  service  programs. 

Reporting  on  service  efforts  and  accomplishments  will  be  an  evolving  process  as  the  participants  in  the 
purchase-of-service  system  become  better  adept  at  identifying,  recording  and  reporting  on  appropriate 
output  and  outcome  measures.  It  is  for  all  of  these  reasons  that  the  preparation  of  page  two  of  Schedule  D 
is  optional  this  year. 

Preparation  of  Schedule  D  should  begin  with  a  review  of  the  definitions  and  examples  that  follow  on  page 
one  and  page  two  of  Schedule  D.  These  definitions  and  examples  should  provide  the  preparer  with  an 
understanding  of  the  basic  concepts  of  service  effort  and  accomplishment  reporting  and  how  they  relate  to 
performance  contracting. 

Service  Efforts 

Items  1  through  5 
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The  first  page  of  the  schedule,  items  one  through  five,  begins  by  asking  the  preparer  to  furnish  some  basic 
information  concerning  the  program.  This  information,  which  has  always  been  furnished  in  the  UFR,  will 
help  the  report  user  place  his  or  her  assessment  of  the  other  parts  of  the  schedule  in  the  proper  perspective. 
Providers  are  encouraged  to  provide  additional  background  information  (in  a  separate  supplemental  letter 
or  schedule  which  the  auditor  must  refer  to  in  the  Auditor's  Report  on  the  Financial  Statements)  concerning 
the  program  in  order  to  furnish  the  report  user  with  a  clear  understanding  of  the  program  structure  and 
objectives. 

Economy  Measures 

This  section  of  the  schedule  is  intended  to  provide  the  report  user  with  the  ability  to  assess  whether  the 
results  of  operations  of  the  program  were  achieved  in  an  economical  manner.  The  schedule  compares 
market-priced  resources  (what  the  market  was  willing  to  bare  when  services  were  purchased)  to  the  actual 
costs  incurred  for  the  program.  This  provides  a  measure  for  the  user  to  assess  if  resources  were  acquired 
at  market  price,  as  established  through  negotiation,  and  used  at  the  lowest  reasonable  cost  to  furnish 
services. 

Items  6a  through  6e: 

The  budget  information  that  has  been  requested  in  prior  UFR  filings  has  been  modified  to  include 
market/negotiated  price  information  from  the  following  documents: 

The  last  amended  Attachment  B  Program  Budget  or,  if  not  prepared; 

A  program  price  application  budget  or,  if  not  prepared; 

The  organization's  internal  program  budget  for  the  reporting  period. 

The  financial  activity  reported  must  conform  to  the  definitions  of  the  Component  Price  Catalog. 

Items  7  through  12: 

Utilize  UFR  Schedule  B  line  totals  as  noted  in  this  section  to  provide  actual  program  expense  information. 
The  preparer  may  find  Schedule  B-l  to  be  helpful  for  detennining  the  appropriate  portion  of 
nonreimbursable  expenses  that  should  be  reported  as  requested  in  these  items. 

Accomplishments 

This  section  of  the  schedule,  which  carries  over  to  the  second  page,  provides  the  user  with  information 
related  to  the  results  of  the  program.  The  accomplishment  information  that  is  requested  on  the  first  page  of 
Schedule  B  (items  12  through  19)  furnishes  the  user  with  basic  quantifiable  information  concerning 
program  outputs,  utilization  and  the  types  of  clients  that  have  received  services.  The  user  can  compare  this 
output,  utilization,  client  information  to  the  service  effort  information  that  is  also  reported  in  the  schedule 
(items  1  through  11). 

Items  12  through  19: 

Preparers  should  consult  and  utilize  the  directions  given  in  the  definitions  that  follow  to  complete  these 
items. 

Page  two  of  Schedule  D 

Completion  of  optional  page  two  of  Schedule  D  is  predicated  upon  the  availability  of  goals  and 
performance  measurement  requirements  contained  in  Attachment  A  of  the  Program  Service  Contract.  This 
portion  of  Schedule  D  continues  to  report  on  the  accomplishments  of  the  program  by  identifying  how 
successful  the  program  has  been  in  relation  to  its  goals  and  performance  measures  previously  established  in 
Attachment  A  of  the  Program  Service  Contract.  Providers  that  do  not  have  Program  Service  Contracts  will 
need  to  develop  performance  goals,  objectives  and  measures  before  they  attempt  to  report  on  their 
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accomplishments.  Discussions  and  negotiations  concerning  establishment  of  performance  goals,  objectives 
and  measures  should  occur  with  purchasing  agencies  and  other  funding  entities  prior  to  attempting  to  report 
on  accomplishments 

The  Division  of  Purchased  Services  will  continue  to  work  with  providers  and  purchasing  agencies  as  a 
resource  for  information  concerning  performance  contracting. 

A  separate  page  two  of  Schedule  D  is  prepared  for  each  program.  The  UFR  instructions  also  contain  a 
sample  of  a  partially  prepared  page  two  of  Schedule  D.  The  sample  in  this  book  provides  examples  of 
performance  measures  and  goals  for  a  chronic  disease  program.  Additional  information  concerning  the 
examples  given  in  the  sample  may  be  found  in  the  definitions  for  page  two  of  Schedule  D  below.  We 
strongly  urge  you  to  read  these  definitions  carefully. 

Items  1a  through  1f: 

The  output  performance  measures  in  items  la  through  If  further  enhance  the  user  s  understanding  of  the 
accomplishments  concerning  utilization,  outputs  (clients  and  units),  and  types  of  clients  that  were 
previously  reported  on,  by  providing  a  device  to  measure  the  degree  of  success.  Utilize  the  goals  and 
performance  measures  established  in  Attachment  A  of  the  Program  Service  Contract  and  indicate  the  level 
of  attained  performance,  source  of  measure,  level  and  type  of  authentication. 

Items  2a  through  2f: 

These  items  provide  the  report  user  with  a  basis  for  assessing  the  effectiveness  of  the  program  outcomes 
(an  example  is  the  degree  of  change  in  the  health  status  of  clients).  Outcomes  and  their  performance 
measures  are  often  confused  with  outputs.  Preparers  are  strongly  urged  to  consult  the  definitions 
concerning  outcomes  and  outcome  performance  measures.  Utilize  the  goals  and  performance  measures 
established  in  Attachment  A  of  the  Program  Service  Contract  and  indicate  the  level  of  attained 
performance,  source  of  measure,  level  and  type  of  authentication. 

Items  3a  through  3d: 

The  report  user  is  provided  with  information  in  these  items  that  illustrates  how  efficiently  the  program 
outcomes  were  attained  and  how  they  reduced  costs  to  the  provider  and  society.  Two  examples  are  the  cost 
on  a  per  client  basis  of  providing  a  cure  for  hepatitis  or  the  degree  of  health  care  costs  saved  by  the 
provider  and  society  through  a  vaccination  program.  Outcomes  and  their  performance  measures  are  often 
confused  with  outputs.  Preparers  are  strongly  urged  to  consult  the  definitions  concerning  outcomes  and 
outcome  performance  measures.  Utilize  the  goals  and  performance  measures  established  in  Attachment  A 
of  the  Program  Service  Contract  and  indicate  the  level  of  attained  performance,  source  of  measure,  level 
and  type  of  authentication. 

Service  Efforts  And  Accomplishments  Definitions 

Page  1  Of  Schedule  D 

Accomplishments :  The  achievement  of  program  goals  and  objectives  in  an  economical,  efficient  and 
effective  manner.  The  Commonwealth  and  the  provider  set  goals  and  objectives  for  program  operations 
that  include  program  strategies,  processes  and  activities  for  converting  service  efforts  into  program  outputs 
so  as  to  accomplish  program  outcomes. 

Annual  Program  Unit  Capacity:  The  maximum  number  of  service  units  the  program  can  produce  on  an 
ongoing  basis,  given  available  resources.  Many  programs  can  accommodate  increased  service  provision 
during  emergencies,  but  this  effort  may  not  be  sustained  over  the  long-term.  Consequently,  the  phrase 
"ongoing"  is  an  essential  element  of  the  definition.  If  programs  are  licensed,  the  annual  program  unit 
capacity  is  generally  the  "licensed  capacity"  stated  on  an  annualized  basis. 
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Actual  Expenses:  The  actual  expenses  reported  in  Schedule  B  for  each  program  using  the  line  totals  as 
indicated  on  Schedule  D,  lines  6a  through  6e  for  the  program. 

Budgeted  Program  Expense  (negotiated  Program  Budget  Attachment  B  or  Agency  Non-Negotiated 
Budget):  If  the  program  is  supported  by  the  following  types  of  contracts,  enter  the  total  annual  negotiated 
and/or  program  cost  from  the  last  amended  Attachment  B  Program  Budget:  Cost  Reimbursement, 
Negotiated  Unit  Rate  or  Accommodations  Basis  Negotiated  Unit  Rate.  If  the  program  budget  has  not  been 
negotiated  with  a  Commonwealth  purchasing  agency,  utilize  your  organization's  program  price  application 
budget  and  report  activity  as  defined  in  the  Component  Price  Catalog.  If  a  program  price  application 
budget  was  not  prepared,  utilize  your  organization's  internal  program  budget  and  report  activity  as  defined 
in  the  Component  Price  Catalog. 

Defined  Unit:  If  the  units  of  service  are  undefined  in  a  program  that  is  not  Publicly  Supported  or  in  a  Cost 
Reimbursement  contract,  enter  "N."  For  all  other  types  of  reimbursement,  enter:  D-Day,  H-Hour,  M- 
Multiple  or,  if  other,  indicate  type  (e.g.,  "visit"). 

Economy:  Careful  and  prudent  use  of  resources,  operating  with  as  little  waste  as  possible.  Resources  were 
obtained  at  the  least  possible  cost. 

Economy  Measures:  To  provide  a  measure  of  resources  acquired  and  used  at  the  lowest  reasonable  cost  to 
furnish  services. 

Hours  in  Work  Week:  Indicate  how  many  hours  a  full-time  employee  works  in  a  week  for  each  program. 

Number  of  Free  Care  Clients  Served  During  Year:  Includes  only  clients  for  which  no  payment  was 
received  (see  definition  of  "Number  of  Free  Care  Units")  This  definition  does  not  include  individuals 
receiving  indirect  benefit  (collateral  clients).  The  client  would  be  reported  as  a  fraction  (derived  from  the 
amount  of  services  paid  for  or  given  free  of  charge)  if  payment  for  services  was  also  received  from  a 
governmental  or  private  entity. 

Number  of  Private  Clients  Served  During  Year:  Includes  only  clients  for  which  payment  was  received 
(does  not  include  individuals  receiving  indirect  benefit  (collateral  clients))  from  any  non-governmental 
entity  or  individual.  The  client  would  be  reported  as  a  fraction  (derived  from  the  amount  of  services  paid 
for  or  given  free  of  charge)  if  payment  for  services  was  also  received  from  a  governmental  entity  or  as  a 
result  of  free  care. 

Number  of  Public  Clients  Served  During  Year:  Includes  only  clients  for  which  payment  was  received  (does 
not  include  individuals  receiving  indirect  benefit  (collateral  clients))  from  any  governmental  entity  The 
client  would  be  reported  as  a  fraction  (derived  from  the  amount  of  services  paid  for  or  given  free  of  charge) 
if  payment  for  services  was  also  received  from  a  private  entity  or  as  a  result  of  free  care. 

Service  Efforts:  Service  efforts  are  the  amount  of  financial  and  non-financial  resources  that  are  put  into  a 
program.  These  resources  may  come  from  within  or  outside  the  entity  operating  the  program.  Examples  of 
measures  of  efforts  are  financial  support  and  assistance,  employee  hours,  and  square  feet  of  building  space. 
Service  efforts  are  also  commonly  referred  to  as  inputs,  expenditures,  program  resources  or  expenses  and 
costs. 

Service  Unit:  See  Key  Concepts. 

Total  Free  Care  Units  Delivered:  All  service  units  actually  delivered  by  a  program  for  which  there  was  no 
payment  received  from  any  source.  Operating  subsidies,  grants-in-aid  or  philanthropic  support  used  to 
defray  the  cost  of  free  care  should  not  be  treated  as  a  payment  source  unless  tied  to  specifically  identified 
clients.  Units  of  service  reimbursed  in  advance  for  vacation,  sick  and  inclement  weather,  through  the 
eighty-five  percent  (85%)  rule,  or  similar  utilization  factor  adjustments  as  part  of  the  rate  calculation 
process  should  not  be  treated  as  free  care. 

Total  Number  of  Clients  Served  During  Year:  Total  of  lines  13,  14  and  15. 
Total  Units  Delivered  to  all  Clients:  The  sum  of  lines  17,  18,  and  19. 
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Total  Units  Delivered  to  Private  Clients:  All  units  delivered  to  clients  for  which  payment  was  received 
from  any  non-governmental  entity  or  individual. 

Total  Units  Delivered  to  Public  Clients:  All  units  of  service  delivered  (not  necessarily  invoiced)  to 
government-sponsored  clients  (includes  federal,  other  states,  cities,  towns  and  counties). 

Type  of  Reimbursement:  Utilize  the  following  codes  and  definitions  for  the  type  of  reimbursement: 

Accommodations  Basis  Class/Non-Negotiated  Unit  Rate  (CA).  Same  as  Accommodation  Basis  Unit 
Rate,  except  services  are  purchased  using  the  Class  Rate  method  of  reimbursement. 

Accommodation  Basis  Negotiated  Unit  Rate  (UA).  A  method  of  purchasing  services  on  a  unit  rate 
basis  for  reserved  use.  For  example,  purchasing  agencies  may  purchase  the  use  of  a  bed  and  certain 
services  in  a  residential  facility  for  use  on  an  emergency  respite  basis.  The  provider  organization  is 
reimbursed  for  the  expense  of  maintaining  the  reserved  bed  and  services  to  be  utilized  without  regard  to 
the  actual  referral  of  clients. 

Class  Rate  Non-Negotiated  Unit  Rate  (C).  A  type  of  unit  rate  in  which  the  predetermined  amount  paid 
per  unit  of  service  is  the  same  for  all  providers  of  that  particular  service  or  has  been  established 
without  negotiation  (e.g.,  Chapter  766  rates). 

Cost  Reimbursement  (R).  A  method  of  purchasing  services  in  which  the  provider's  actual  cost 
associated  with  service  delivery,  up  to  a  stated  maximum  amount,  is  reimbursed  by  the  purchaser. 

Negotiated  Unit  Rate  (TP.  A  method  of  purchasing  services  in  which  the  purchaser  pays  a 
predetermined  amount,  which  has  been  negotiated  with  the  provider  agency,  upon  delivery  of  each  unit 
of  service. 

No  Publicly  Sponsored  Clients  (X).  The  provider  agency  has  not  entered  into  an  agreement  or  contract 
to  provide  services  for  clients  from  a  governmental  entity. 

Page  2  Of  Schedule  D 

Effectiveness:  Producing  the  outcomes  desired  by  the  citizens  and  mandated  by  the  legislature  in  a  manner 
that  meets  public  expectations  and  fulfills  the  specified  goals  and  objectives  of  the  program.  The 
effectiveness  of  a  program  is  also  verified  by  determining  that  the  desired  outcomes  of  the  program  could 
not  have  been  attainable  without  the  availability  of  the  program  or  similar  programs. 

Effectiveness  Measures:  To  provide  a  measure  of  the  effective  elimination  or  reduction  of  social  concerns 
or  issues  (social  problems)  through  the  attainment  of  program  outcomes. 


Explanation  of  Examples  from  Sample  Schedule  D-l 


Mortality  Rate  Per/ 100 

To  provide  a  measure  of  the  reduction  of  deaths 
from  chronic  diseases  due  to  the  attainment  of 
program  outcomes. 

Chronic  Disease  Per/ 100 

To  provide  a  measure  of  the  reduction  of  chronic 
diseases  due  to  the  attainment  of  program 
outcomes. 

Morbidity  Rate  Per/ 100 

To  provide  a  measure  of  the  reduction  of  disease 
and  symptoms  due  to  the  attainment  of  program 
outcomes. 

Target  Group  with  Controlled  Conditions 

To  provide  an  indication  of  program 
effectiveness. 

Restricted-Activity  Days  per  Person 

To  provide  an  indication  of  quality  of  life 
after  onset  of  chrome  disease. 

Bed-Disability  Days  Per  Person 

Same  as  above 
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Efficiency:  Ratio  or  useful  services  delivered  by  a  provider  to  the  resources  supplied  to  it  to  deliver  those 
services.  Said  another  way,  the  output  of  the  program  as  set  on  a  cost  per  unit  or  client  basis  is  relatively 
low.  The  total  cost  to  provide  the  service  does  not  exceed  the  benefit  derived  from  achieving  the  program 
output  and  outcome. 

Efficiency  Measures:  To  provide  a  measure  of  the  efficient  attainment  of  program  outcomes. 


Explanation  of  Examples  from  Sample  Schedule  D-l 


Cost  of  Medical  Supplies  Per  Client  or  Unit 

To  provide  a  measure  of  provider's  efficiency  in 
acquisition  of  supplies. 

Program  Costs  divided  by  Number  of  Patients 
with  Chronic  Disease 

To  provide  an  indication  of  provider  's  costs  in 
achieving  each  case  of  controlled  chronic 
disease. 

Prevention  Program  Costs  divided  by  Projected 
Costs 

To  provide  an  indication  of  provider's  efficiency 
in  reducing  future  public  health  costs. 

Program  Hours  divided  by  Controlled  Chronic 
Disease  Cases 

To  provide  an  indication  of  program  hours 
employed  to  achieve  each  case  of  controlled 
chronic  disease 

Outcomes:  Outcomes  are  accomplishments  or  results  that  occur  (at  least  partially)  because  of  services 
provided  (outputs  attained).  Outcomes  differ  from  outputs.  For  example,  while  the  number  of  unemployed 
persons  placed  in  jobs  may  be  established  as  a  measure  of  a  job  training  program's  immediate  output,  the 
program's  ultimate  outcome  (and  test  of  effectiveness)  depends  on  whether  persons  in  the  job  training 
program  are  more  likely  to  remain  employed  than  are  similar  persons  not  in  the  program.  Another  example 
of  outcomes  and  outputs  would  be  that  one  of  the  outputs  for  a  homeless  program  is  residential  shelter 
services,  whereas  the  ultimate  outcome  would  be  self-sufficiency  and  permanent  housing  for  the  homeless. 
Surveys  of  public  perceptions  of  the  quality  of  services  is  another  outcome  measure.  Outcomes  may  be 
intended  or  unintended.  For  example,  the  intention  of  the  55  miles-per-hour  speed  limit  was  to  conserve 
gasolme,  but  it  has  also  been  credited  with  reducing  traffic  deaths. 

Outcome  Performance  Measures:  To  provide  a  measure  of  the  elimination  of  social  concerns  and  issues, 
in  whole  or  in  part,  through  the  attainment  of  program  outcomes  in  terms  of  effectiveness  and  efficiency. 

Outputs:  Outputs  are  the  quantity  of  services  provided  or  work  conducted.  Examples  of  measures  of 
output  are  the  number  of  students  graduated,  the  number  of  clients  receiving  training  and  the  number  of 
unemployed  persons  placed  in  jobs. 

Output  Performance  Measures:  To  provide  a  measure  of  program  outputs  using  measures  wide!;  accepted 
by  social  service  professionals. 

Performance:  The  manner,  extent  and  adequacy  to  which  the  program  accomplishes,  and  fulfills  its 
objectives  and  the  expectations  of  the  legislature  and  citizens. 
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UFR-FY'94 

AUDIT  SERVICES  CHECKLIST  &  CERTIFICATION 

YES  NO 

I.  Federal  Funds; 

a.  Is  this  provider  subject  to  OMB  Circular  A-l  1 0?     

b.  If  yes,  were  audit  services  acquired  through  solicitation  of  bids  or  competitively 

procured,  as  required  under  A-l  10?     

c.  Was  the  independent  auditor  selected  and  engaged  by  the  provider's  audit  committee 

Board  of  Directors,  Board  of  Trustees  or  owner?     

II.  Training  Requirements: 

Has  the  person  responsible  for  directing  your  audit  submitted  evidence  of: 

a  Attendance  at  this  year's  DPS  mandatory  UFR  training  session?     

Please  enter  date  of  attendance:   

b.  Completion  of  the  continuing  education  and  training  requirements  for  performing 

government  audits?     

1.  80  hours  of  training  in  last  two  years?     

2.  24  hours  of  the  80  hours  were  in  government  auditing,  non-profit  accounting 

or  other  related  activity?     

c.  Being  in  the  process  of  completing  training  requirements: 

1.  20  hours  completed  in  last  year?     

2.  Intent  to  complete  80  hours  within  two  years?     


III.  Experience/Qualifications: 

a.  The  person  responsible  for  directing  your  audit  has  provided  evidence  of  the  completion  of  the 
following  number  of  government  audits: 

 0-1   2-5   6-10   11+ 

b.  The  Board  of  Public  Accountancy  has  the  following  information  about  the  audit  firm: 

  no  history  of  sanctions   current  sanctions    sanctions  older  than  3  years 

c.  The  Division  of  Purchased  Services  has  taken  the  following  action  against  the  audit  firm: 
 no  history  of  disqualification   current  disqualification  disqualification  older 

than  3  years 

d.  The  peer  review  of  the  audit  firm  indicates: 

  no  problems   qualification   adverse  report 

IV.  Price: 

The  contract  with  the  audit  firm  for  UFR  audit  is  for  a  term  of  years 

The  annual  price  agreed  to  is:  (if  other  arrangement,  please  describe)  $  per  year 

IV.  Certification 

All  the  statements  made  in  answering  questions  are,  to  the  best  of  my  knowledge,  true  and 
accurate. 

Signed:  

Under  pains  and  penalties  of  perjury 

To  my  knowledge,  no  person  associated  with  my  provider  organization  has  threatened,  pressured 
or  otherwise  suggested  that  the  audit  firm's  services  would  be  terminated  if  audit  findings  were 
written  and  included  in  the  auditor's  final  report. 

Signed:  

Under  pains  and  penalties  of  perjury 


William  F.  Weld 
Governor 

Mark  E.  Robinson 
Secretary 

Philmore  Anderson  III 
State  Purchasing  Agent 


^.xecutiue  0) trice  ^or        administration  an 
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^J^)epartment      procurement  and  (general  Services 
One  ^s4ikburton  Ptace,  Boston,  02/08-/552 


(617)  727-7500 
TDD  (617)  727-2716 
Fax:  (617)  727-4527 


TO: 
FROM: 


DPS  Policy  Memorandum 

(DPS-P038A-93) 


Interested  Parties 


Michael  Kan,  Assistant  Commissioner 
Division  of  Purchased  Services 


DATE:  August  31,  1994 

RE:  Revised  Policy:   "Not-far- Profit  Provider  Surplus  Revenue  Retention  Pursuant  to 

808  CMR  1.19(3) "  (Supersedes  Policy  issued  January  20,  1994) 
 DPS  Publication  Number:  DPS-PQ38A-93  

As  a  result  of  public  comment,  recent  amendments  to  808  CMR  1 .19(3),  and  further  analysis  and 
review  of  the  implementation  process,  the  Division  of  Purchased  Services  has  made  a  number  of 
changes  to  its  "Not- for- Profit  Provider  Surplus  Revenue  Retention  Policy".  Surplus  revenue 
retention  calculations  for  FY'93  will  be  based  on  the  revised  policy  contained  in  this  memorandum 
and  attached  questions  and  answers  document. 

Changes  from  the  policy  issued  1/20/94  are  as  follows: 

1)  Regulation  Language:  Effective  July  1,  1994,  minor  amendments  were  made  to  808  CMR 
1.19(3)  to  assist  in  implementation  without  changing  the  intent  of  the  policy.  The  new  language 
reads  as  follows: 


Not- for- Profit  Provider  Surplus  Revenue  Retention.  If,  through  cost  savings  initiatives 
implemented  consistent  with  programmatic  and  contractual  obligations,  a  non-profit 
provider  accrues  an  annual  net  surplus  from  the  revenues  and  expenses  associated  with 
services  provided  to  purchasing  agencies  which  are  subject  to  808  CMR  1.00,  the  provider 
may  retain,  for  future  use,  a  portion  of  that  surplus  not  to  exceed  5%  of  said  revenues. 
The  cumulative  amount  of  a  provider's  surplus  account  may  not  exceed  20%  of  the  prior 
year's  revenues  from  purchasing  agencies.  Surpluses  may  be  used  by  the  provider  for  any 
of  its  established  charitable  purposes,  provided  that  no  portion  of  the  surplus  may  be  used 
for  any  non-reimbursable  cost  set  forth  in  808  CMR  1.15,  the  free  care  prohibition 
excepted.  The  Division  shall  be  responsible  for  determining  the  amount  of  surplus  that 
may  be  retained  by  each  provider  in  any  given  year  and  may  determine  whether  any  excess 
surplus  shall  be  used  to  reduce  future  prices  or  be  recouped. 
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2)  Unrestricted  Funds:  The  prior  policy  included  unrestricted  funds  in  the  calculation  of 
surplus  attributed  to  the  Commonwealth.  In  order  to  encourage  provider  revenue  raising 
activities,  the  policy  has  been  revised  to  exclude  unrestricted  revenue  from  the  calculation  of 
surplus/deficit.  Details  of  the  revised  formula  are  contained  in  the  attached  Questions  &  Answers 
document.  The  following  lines  in  the  UFR  are  classified  as  unrestricted: 

Gifts,  Contributions,  Legacies,  Bequests  -  Unrestricted,  Special  Events  & 
Activities  -  Unrestricted,  Private  Grant  -  Unrestricted,  Federated  Fundraising  - 
Unrestricted,  Investment  Revenue  -  Unrestricted,  Realized  Gain/Loss  - 
Unrestricted  or  Gain/  Loss  on  Sale  of  Assets  -  Unrestricted. 

3)  Non-Reimbursable  Expenses:  Accounting  for  non-reimbursable  expenses  is  an  audit  issue 
and  therefore  non-reimbursable  expenses  will  now  be  excluded  from  the  formula.  Such  expenses 
will  noi  be  added  to  the  surplus/ (deficit)  as  reported  on  line  47  of  the  Uniform  Financial 
Statements  and  Independent  Auditor's  Report,  Schedule  B:  Supplemental  Expense  Schedule. 

4)  Sources  of  Revenue:  Public/Private  Partnership  Program,  EOHHS  Sponsored  Client  Fees 
and  Other  Ma.  Government  Sponsored  Client  Fees  Revenue  Sources  will  no!  be  considered  as 
revenue  attributable  to  or  generated  by  Commonwealth  agreements. 

5)  Fund  Balance  Entry:  In  response  to  comments  from  the  accounting  community,  DPS  has 
adjusted  the  year  end  entry  requirement  for  the  surplus  revenue  retention.  It  should  be  a 
segregated  entry  in  the  unrestricted  fund  balance  or  in  the  unrestricted  fund  balance  with  a  note 
made  in  the  notes  to  the  financial  statements.  NOT  in  a  restricted  fund  balance  as  previously 
stated. 

The  remainder  of  this  document  contains  a  list  of  common  questions  and  answers  on  the  DPS 
Surplus  Revenue  Retention  Policy.  Questions,  concerns  or  comments  about  the  surplus  revenue 
retention  policy  or  its  implementation  may  be  directed  to  Ron  Ardine,  Director  of  the  Pricing 
Bureau,  at  (617)  727-7500  x277. 
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Surplus  Revenue  Retention  Questions 

GENERAL  POLICY 

1.  Why  did  DPS  adopt  the  Surplus  Revenue  Retention  policy? 

DPS  adopted  the  policy  because  the  House  &  Senate  Committees  on  Ways  and  Means  in  1988 
signed  an  agreement  with  the  Executive  Office  of  Human  Services  requiring  implementation  of 
a  surplus  revenue  retention  policy,  known  as  "Reuse  and  Recovery"  at  the  time.  The  agreement 
had  two  main  provisions:  (1)  to  allow  social  service  providers  to  retain  a  surplus  up  to  five  percent 
of  total  revenues  attributable  to  or  generated  by  Commonwealth  agreements  for  the  provision  of 
social  services,  (2)  to  restrict  the  cumulative  amount  of  surplus  which  can  be  retained  over  time 
to  a  maximum  of  20%  of  the  provider's  prior  year's  gross  revenues  derived  from  Commonwealth 
Purchasing  Agencies. 

The  original  "Reuse  and  Recovery"  plan  stated  that  the  Executive  Office  for  Administration  and 
Finance  and  the  Rate  Setting  Commission  would  promulgate  regulations  to  implement  a  process 
for  managing  accumulated  surpluses.  Inasmuch  as  these  regulations  were  never  fully  or 
adequately  implemented  in  the  past  years,  DPS  has  taken  steps  to  promulgate  the  Reuse  and 
Recovery  Plan  in  its  regulations.  808  CMR  1.19  (3)  supersedes  regulations  promulgated  by  the 
Rate  Setting  Commission  regarding  the  implementation  of  the  Reuse  and  Recovery  Plan  of  1987 
for  purchase-of-service  providers. 

2.  What  organizations  will  this  policy  apply  to? 

The  policy  applies  to  all  social  service  providers  subject  to  the  Division  of  Purchased  Services' 
(DPS)  authority,  including  purchase-of-service  and  special  education  providers,  as  more  fully  set 
forth  in  St.  1993,  c.110,  s.  274.  It  does  not  apply  to  transportation  providers  or  providers  of 
services  outside  the  scope  of  DPS' s  jurisdiction,  including  programs  or  services  reimbursed  under 
Tide  XTX  of  the  Social  Security  Act. 

3.  What  is  the  intent  of  the  surplus  revenue  retention  policy? 

The  intent  of  the  policy  is  twofold:  (1)  to  encourage  providers  to  expend  surplus  funds, 
attributable  to  Commonwealth  agreements,  on  services  to  consumers;  (2)  to  allow  providers 
reasonable  and  acceptable  possibilities  for  increased  capitalization.  This  does  not  mean  that 
surpluses  should  be  built  into  program  budgets  during  contract  negotiations.  Rather,  providers 
now  have  incentives  to  pursue  cost  savings  initiatives  in  their  government  contracting  operations. 
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4.  Are  there  instances  in  which  surpluses  are  not  subject  to  808  CMR  1.19  (3)? 

Programs  that  accumulate  surpluses  which  are  not  generated  from  revenue  from  social  service 
programs  subject  to  the  authority  of  the  Division  of  Purchased  Services  by  virtue  of  St.  1992,  c. 
133,  s.  113,  or  any  successor  provision  thereto  will  not  be  subject  to  808  CMR  1.19  (3). 
Surpluses  cannot  be  generated  in  cost-reimbursement  contracts  as  stated  in  questions  8  and  16. 

SURPLUS  DETERMINATION 

5.  Who  will  determine  whether  a  surplus  exists? 

The  Division  of  Purchased  Services  will  have  the  ultimate  responsibility  to  determine  whether  a 
surplus  exists  through  analysis  of  provider  submitted  financial  schedules.  Beginning  with  the 
FY'93  Uniform  Financial  Statements  and  Independent  Auditor's  Report  (UFR)  filings,  providers 
should  make  an  entry  in  a  segregated  unrestricted  fund  balance  account  or  in  the  unrestricted  fund 
balance  with  a  note  in  the  notes  to  the  financial  statements  of  what  they  have  determined  to  be  the 
amount  of  revenue  to  be  retained.  If  the  amount  entered  by  the  provider  varies  from  the  DPS 
calculation  then  the  provider  will  have  to  make  a  prior  period  adjustment  in  the  next  fiscal  year's 
financial  statements.  DPS  may  find  the  UFR  deficient  if  the  amount  recorded  is  significantly 
different  from  the  DPS  calculation. 

6.  Will  the  surplus  revenue  be  program  specific? 

No,  the  surplus  revenue  and  the  "surplus  revenue  retention"  fund  pool  will  be  based  on  a  total 
single  corporate  entity.  The  surpluses  and  deficits  of  all  the  provider's  social  service  programs  will 
be  summed  to  determine  the  total  corporate  surplus. 

7.  Will  surpluses  generated  from  fund-raising  and  other  sources  of  income  be  included? 

(REVISED  FROM  ORIGINAL  POLICY) 

No,  only  Commonwealth  revenue  as  defined  by  lines  7,  8,  11,  16-20  (a  &  b),  22-31  (a  &b)  and 
34,  on  Schedule  A:  Supplemental  Revenue  Schedule  including  revenue  from  special  education 
programs  funded  by  the  cities  and  towns  will  be  included.  As  a  result,  commercial,  Medicaid  or 
Medicare  revenue  will  also  not  be  included.  DPS  will  subtract  any  funds  reported  in  unrestricted 
revenue  from  the  program's  excess/deficit  support  over  expenses  to  create  an  adjusted 
surplus/deficit. 

8.  What  formula  will  DPS  use  to  determine  a  surplus?  (REVISED  FROM  ORIGINAL  POLICY) 

For  purposes  of  implementing  808  CMR  1.19(3),  the  annual  surplus  under  review  will  be  limited  to 
Commonwealth  funds  including  funds  from  cities  and  towns  for  special  education  programs,  as  defined 
below.   DPS  will  use  the  financial  information  documented  in  the  UFR  as  reported  on  Supplemental 
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Schedules  A  and  B.  DPS  will  determine  the  amount  of  Commonwealth  revenue  supporting  the  provider 
on  a  program  by  program  basis  (Total  of  lines  7,8,1 1,  16-20  (a&b),  22-31  (a&b)  and  34  on  Schedule  A: 
Supplemental  Revenue  Schedule).  Next,  an  Adjusted  Total  Revenue  will  be  calculated  by  subtracting  the 
sum  of  Unrestricted  Revenue  funds  (lines  1,  4,  13,  42,  45,  48  and  51  on  Schedule  A:  Supplemental 
Revenue)  from  Total  Revenue,  (line  58  Schedule  A:  Supplemental  Revenue  Schedule)  for  each  program. 
Then  the  percentage  of  Commonwealth  Revenue  will  be  determined  by  dividing  the  Total  Commonwealth 
Revenue  by  the  Total  Adjusted  Revenue,  for  each  program. 

Total  Unrestricted  Revenue  Funds  will  then  be  subtracted  from  Line  47,  Excess/Deficit  Support  Over 
Expense,  Schedule  B:  Supplemental  Expense  Schedule.  This  will  yield  an  adjusted  surplus/deficit. 

The  adjusted  surplus/deficit  is  then  divided  by  the  percentage  of  revenue  attributable  to  the  Commonwealth. 
This  will  yield  the  total  surplus/deficit  attributable  to  the  Commonwealth  for  the  program.  DPS  will  then 
calculate  a  grand  total  for  the  Commonwealth  revenue  and  a  grand  total  for  the  allocation  of 
Commonwealth  surplus  and  deficit  from  the  sum  of  all  of  the  programs.  The  percentage  of  the 
surplus/deficit  allocated  to  the  Commonwealth  is  calculated  by  dividing  the  grand  total  of  the 
Commonwealth  surplus/deficit  by  the  grand  total  of  the  Commonwealth  revenue.  If  this  percentage  is  less 
than  or  equal  to  five  percent  then  the  provider  may  retain  the  funds  pursuant  to  808  CMR  1. 19  (3). 

Although  cost  reimbursement  funds  are  included  in  the  formula  for  the  determination  of  total  funds,  it  is 
a  violation  of  state  finance  law  for  Commonwealth  cost  reimbursement  agreements  to  accumulate  surpluses. 
Any  surplus  attributable  to  or  generated  by  Commonwealth  related  income  and  expenses  in  cost 
reimbursement  contracts  will  be  subject  to  recoupment. 

Steps: 

1.  For  each  program,  sum  lines  7,  8,  11,  16-20  (a  &  b),  22-31  (a  &b)  and  34,  on  Schedule  A: 
Supplemental  Revenue  Schedule  by  program  to  determine  the  revenue  attributable  to 
Commonwealth  programs. 

2.  For  each  program,  sum  the  Unrestricted  Revenue  Funds,  lines  1,  4,  13,  42,  45,  48  and  51,  on 
Schedule  A:  Supplemental  Revenue  Schedule  by  Program. 

3.  For  each  program,  subtract  the  sum  of  the  unrestricted  revenue  calculated  in  Step  2  from  line  58, 
(Total  Revenue)  on  Schedule  A:  Supplemental  Revenue  Schedule.  This  will  yield  an  Adjusted 
Total  Revenue. 

4.  For  each  program,  divide  the  total  from  Step  1  (Total  Commonwealth  Revenue)  by  the  amount 
from  Step  3  (Adjusted  Total  Revenue).  Decimal  places  should  be  carried  to  two  places.  This 
determines  the  percent  of  total  revenue  which  is  attributable  to  Commonwealth  sources. 

5.  For  each  program,  subtract  the  total  calculated  in  Step  2  from  Line  47,  Excess/  Deficit  Support 
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Over  Expense,  Schedule  B:  Supplemental  Expense  Schedule  by  program  to  determine  the  adjusted 
surplus/deficit. 

6.  Multiply  results  from  Step  4  by  Step  5,  for  each  program. 

7.  Calculate  a  grand  total  surplus  attributable  to  Commonwealth  sources  for  the  provider  agency  by 
adding  the  results  from  Step  6  for  all  programs. 

8.  Sum  the  results  of  Step  1  for  all  of  the  Provider's  programs  to  determine  the  total  Commonwealth 
revenues  for  the  agency. 

9.  Divide  the  sum  in  Step  7  by  the  sum  obtained  in  Step  8  to  determine  the  percentage  of  the 
provider's  agency  annual  "surplus"  attributable  to  the  Commonwealth. 


9.  When  will  DPS  start  to  calculate  surplus  revenue  retention? 

DPS  will  start  to  calculate  surplus  revenue  retention  using  the  Fiscal  Year  1993  non-deficient  Uniform 
Financial  Statements  and  Independent  Auditor's  Report  (UFR). 

Providers  that  have  a  deficient  UFR  will  no!  be  able  to  retain  ajvy  surplus  from  Commonwealth  revenue. 
Such  surpluses  would  be  subject  to  recovery  by  any  of  the  methods  described  in  the  answer  to  question 
17.  If  the  Provider  resolves  the  deficiency  with  DPS,  then  the  provider  will  be  able  to  retain  its 
calculated  surplus. 

The  following  is  a  listing  of  the  common  reasons  why  a  UFR  may  be  deficient. 

*  The  UFR  Cover  Page  was  not  filed. 

*  The  alternative  report  does  not  meet  the  exemption  category  (no.  2-14  in  the  UFR  Audit  and 
Preparation  Manual)  filing  requirements. 

*  The  Auditor's  Reports  were  not  filed. 

*  The  Balance  Sheet  was  not  filed. 

The  Statement  of  Revenue,  Expenses  and  Changes  in  Fund  Balances  was  not  filed. 

*  The  Statement  of  Functional  Expenses  was  not  filed. 

*  The  Notes  to  the  Financial  Statements  were  not  filed. 

*  The  Schedule  of  Federal  Financial  Assistance  or  UFR  Supplemental  Schedules  A,B,C,D  have  not 
been  filed. 

*  The  Board  of  Directors'  Acknowledgment  Letter  was  not  filed. 

*  The  provider  failed  to  have  an  OMB  Circular  A- 133  audit  conducted. 

*  The  OMB  Circular  A- 133,  Internal  Control  report  was  not  filed  or  was  inadequate. 

*  The  OMB  Circular  -133  Compliance  reports  were  not  fded  or  were  inadequate. 

*  There  was  no  Auditor's  report  or  opinion  regarding  the  Schedule  of  Federal  Financial  Assistance. 

*  The  Audit  submitted  was  not  in  accordance  with  Generally  Accepted  Government  Auditing 
Standards  (GAGAS). 
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*  The  supplemental  information  paragraph  was  not  included  in  the  Independent  Auditor's  Report 
on  the  financial  statements  or  in  a  separate  report  as  required  by  auditing  standards  SAS  29  and 

52. 

*  The  Independent  Auditor's  Reports  did  not  meet  the  requirements  of  Generally  Accepted  Auditing 
Standards  (GAAS). 

*  The  information  in  the  supplemental  schedules  does  not  reconcile  and  agree  with  the  basic 
financial  statements. 

*  The  Independent  Auditor  did  not  render  an  opinion  on  the  Statement  of  Functional  Expenses. 

*  The  financial  statements  were  not  prepared  in  accordance  with  Generally  Accepted  Accounting 
Principles  (GAAP)  as  required  by  the  American  Institute  of  Certified  Public  Accountants 
(AICPA),  Industry  Audit  Guide,  "Audits  of  Voluntary  Health  and  Welfare  Organizations." 

*  Administrative  costs  were  not  reported  in  the  administration  column  in  the  UFR  but  were  reported 
as  direct  program  costs. 

*  Full-Time  Equivalents  (FTEs)  were  not  reported  as  required 

SURPLUS  REPORTING 

10.  How  will  the  provider  track  the  accumulated  "surplus  revenue  retention"  fund  pool?  Is  there  a 
formula  that  adjusts  a  provider's  fund  balance?  (REVISED  FROM  ORIGINAL  POLICY) 

In  order  to  properly  track  retained  revenue  surplus  amounts,  a  provider  should  create  a  new  account  and 
fund  in  its  chart  of  accounts  to  delineate  the  amount  of  funds  in  the  "surplus  revenue  retention"  fund  pool. 
This  pool  should  represent  the  cumulative  amount  of  funds  determined  over  time  as  a  result  of  the 
aggregate  surpluses  and  deficits  generated  in  provider  programs  receiving  Commonwealth  funds.  The 
provider  must  document  the  financial  transactions  which  occur  within  this  account. 

The  "surplus  revenue  retention"  fund  pool  is  a  portion  of  the  provider's  unrestricted  fund  balance.  In 
essence,  a  provider  may  have  a  fund  balance  of  $50,000,  of  which  $40,000  is  the  "surplus  revenue 
retention"  fund  pool.  The  surplus  revenue  retention  account  is  an  account  that  may  increase  or  decrease 
over  time.  The  surplus  revenue  accumulation  account  should  be  less  than  the  previous  year  if  the  provider 
incurred  a  deficit  attributable  to  state  funds  as  calculated  by  DPS. 

The  provider  must  make  a  year  end  entry  in  a  segregated  unrestricted  fund  balance  account  or  in  the 
unrestricted  fund  balance  with  a  note  in  the  notes  to  the  financial  statements  to  record  the  activity  in  the 
surplus  revenue  retention  fund  pool.  This  activity  will  occur  after  the  calculation  is  made  by  DPS  or 
estimated  by  the  provider.  Please  note  that  the  segregated  unrestricted  fund  balance  account  may  at  times 
have  a  fund  deficit. 

11.  If  a  provider  accumulates  a  surplus  in  excess  of  the  5%  threshold,  what  should  the  entry  be  on 
the  balance  sheet? 
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The  provider  must  make  an  entry  for  the  5  %  amount  in  the  segregated  unrestricted  fund  balance  or  a  note 
in  the  notes  to  the  financial  statements  and  the  balance  should  be  booked  as  an  unrestricted  other  liability. 

12.  Given  that  1993  has  already  passed,  how  should  the  surplus  be  recorded  by  the  provider  and  CPA? 
The  surplus  should  be  recorded  as  a  prior  period  adjustment. 

13.  Will  the  recording  of  surplus  revenue  change  with  FASB  117? 

The  treatment  of  all  revenues  from  the  Commonwealth  may  change  because  of  FASB  117.  FASB  1 17 
further  defines  the  concept  of  restricted  funds.  DPS  will  be  working  with  authoritative  sources  and  FASB 
to  determine  the  impact  of  this  issue  in  the  near  future,  and  will  issue  further  guidance  as  necessary. 

USES  OF  SURPLUS 

14.  How  can  provider's  surplus  funds  be  spent? 

Monies  from  the  surplus  revenue  retention  fund  may  be  expended  for  activities  and  programs  which  are 
in  accordance  with  the  charitable  purposes  of  the  provider  organization.  They  may  not  be  spent  on  items 
that  are  non-reimbursable  under  808  CMR  1.15  (except  to  provide  free  care)  or  under  other  state  or 
federal  laws  or  regulations. 

15.  Does  that  include  the  purchase  of  capital  items? 

Yes,  a  provider  can  use  funds  to  purchase  capital  items,  but  the  expensing  of  these  items  must  still  be 
consistent  with  AICPA  accounting  principles  and  DPS  depreciation  schedules. 

16.  Does  this  provision  include  cost  reimbursement  contracts? 

A  cost  reimbursement  contract  cannot,  by  definition,  generate  a  surplus.  Surpluses  from  cost 
reimbursement  contracts  are  subject  to  recoupment  by  the  Purchasing  Agency.  If  a  cost  reimbursement 
contract  accrues  a  surplus  from  funds  attributable  to  Commonwealth  revenue  and  expenses,  it  will  be 
considered  a  non-reimbursable  cost  and  will  be  subject  to  recoupment. 

17.  What  action  will  DPS  take  if  the  accumulated  "surplus  revenue  retention  "fund  pool  exceeds  20% 
of  a  provider's  prior  year's  gross  revenue  from  Purchasing  Agencies? 

DPS  may  address  the  excess  in  any  of  the  following  ways:  (1)  The  Purchasing  Agencies  may  enter  into 
an  agreement  with  the  provider  which  would  stipulate  the  use  of  the  excess  funds.  (2)  DPS  or  a 
Purchasing  Agency  may  request  that  the  excess  funds  be  returned  to  the  Commonwealth.  (3)  A  surplus 
greater  than  5%  may  yield  reductions  in  future  prices  set  by  DPS  or  negotiated  by  Purchasing  Agencies. 
It  is  anticipated  that  additional  means  of  addressing  excess  surpluses  may  be  developed  in  the  future. 
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Any  agreements  pertaining  to  excess  surpluses  will  be  administered  in  the  same  manner  as  DPS  and  the 
purchasing  agencies  are  required  to  follow  in  implementing  the  DPS  audit  resolution  policy. 

18.  If  a  provider  anticipates  a  surplus  from  state  funds  during  a  year  can  its  board  restrict  the  surplus 
funds  so  that  they  will  not  be  subject  to  this  policy? 

No,  this  would  be  inconsistent  with  the  terms  of  the  contract  or  agreement  with  the  Commonwealth  which 
requires  the  use  of  GAAP.  The  policy  only  recognizes  externally  donor  restricted  revenues  as  defined 
by  GAAP  for  exclusion  in  the  calculation  of  the  surplus. 

OTHER  ISSUES 

19.  The  definition  of  "not-for-profit  provider  surplus  revenue  retention"  includes  the  phrase:  "cost 
savings  initiatives.  "  What  is  a  "cost  savings  initiative  "  and  how  will  DPS  determine  whether  a  surplus 
is  the  result  of  such  a  cost  savings  initiative? 

If  the  provider  adhered  to  all  applicable  regulations  and  contractual  requirements  including  those  set  forth 
in  contracts  or  Individual  Education  Plans  (IEP),  did  not  engage  in  fraudulent  billing,  and  showed  no  evidence 
of  undocumented  reimbursements,  non-reimbursable  expenses,  billing  errors  or  significantly  underutilized 
staff  resources  required  and/or  budgeted  by  the  Purchasing  Agency,  then  accrued  surpluses  will  generally  be 
considered  to  be  obtained  through  cost  savings  initiatives. 

20.  If  providers  have  surpluses  in  excess  of  5%  due  to  an  increase  in  enrollment  or  capacity,  will  the 
surplus  be  subject  to  the  five  (5%)  percent  annual  cap? 

Yes,  the  provider  would  still  be  subject  to  the  five  percent  annual  cap.  The  intent  of  this  regulation  is  to 
identify  any  surplus  greater  than  5  %  that  has  been  generated  with  or  is  attributable  to  Commonwealth 
funds,  regardless  of  the  reason.  The  "test"  for  deterrnining  the  amount  of  accumulated  surplus  is  not  based 
strictly  on  the  cause  of  the  surplus.  Rather,  the  primary  "trigger  mechanism"  for  the  DPS  surplus 
accumulation  provision  is  the  source  of  income  which  generated  the  surplus. 

21.  Will  any  consideration  be  given  to  cash  flow  surplus  or  deficit  regardless  of  the  income  statement 
results?  For  example,  a  provider  could  generate  a  surplus  for  the  income  statement  but  actually  have 
less  cash  than  at  the  beginning  of  the  year  because  of  an  asset  purchase,  increased  accounts  receivable, 
pay  down  of  debt,  etc. 

No,  DPS  will  calculate  the  surplus  revenue  retention  on  the  schedules  as  detailed  in  the  response  to 
question  8.  The  consideration  of  the  cash  position  of  the  provider  would  require  an  analysis  of  the 
balance  sheet  which  includes  balances  brought  forward  from  previous  years,  whereas  the  revenue  and 
expense  supplemental  schedules  depict  activities  for  the  specific  year.  The  surplus  revenue  retention 
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policy  is  designed  to  address  the  issue  of  provider  surpluses  or  deficits,  not  the  availability  of  cash.  A 
provider  may  in  fact  have  a  very  poor  cash  position,  but  exhibit  a  very  healthy  surplus  for  a  given  year 
or  over  a  period  of  years. 

IMPLEMENTATION 

22.  How  will  DPS  determine  which  Purchasing  Agencies  should  be  involved  in  the  negotiations 
involving  any  excess  surplus  funds? 

DPS  will  notify  each  Purchasing  Agency  as  to  the  amount  of  a  particular  provider's  surplus  which  is 
attributable  to  that  Purchasing  Agency.  For  example,  if  a  provider  generated  a  total  surplus  of  6.00%, 
DPS  will  determine  which  Purchasing  Agencies'  funds  accounted  for  the  surplus  and  will  apportion  the 
1  %  excess  by  using  the  following  formula: 

Formula: 
Step 

1 .  Subtract  5  %  from  the  calculation  obtained  in  Step  9  of  the  formula  in  question  8  to  determine  the 
percentage  of  surplus  funds  which  is  subject  to  recoupment,  negotaitions  or  price  adjustment. 

2.  Multiply  the  percentage  in  Step  1,  Question  22  by  the  total  Commonwealth  revenue  to  determine 
the  amount  of  excess  surplus  funds  to  be  reported  to  the  Purchasing  Agencies  for  resolution. 

3.  For  each  program,  divide  the  amount  of  revenue  from  each  Purchasing  Agency,  by  the  total  of 
Commonwealth  funds  (Step  1  question  8).  This  will  yield  the  percentage  of  the  total  Commonwealth 
revenue  each  Purchasing  Agency  committed  to  the  program. 

4.  Return  to  Step  6  from  question  8  to  determine  the  amount  of  surplus/deficit  that  can  be  allocated  to 
the  Commonwealth  for  each  program. 

5.  For  each  program,  multiply  Step  4  by  the  results  of  Step  3  for  each  Purchasing  Agency. 

6.  Calculate  a  grand  total  for  each  Purchasing  Agency  for  all  applicable  programs  of  Step  5  . 

7.  Enter  the  total  for  each  Purchasing  Agency  that's  grand  total  is  greater  than  0,  if  a  Purchasing 
Agency's  grand  total  for  Step  6  is  a  deficit  then  enter  0,  not  the  deficit  total.  Sum  the  total  of  Step 
6  for  all  Purchasing  Agencies,  not  including  deficits. 

8.  For  each  Purchasing  Agency  that  had  a  surplus  calculated  in  Step  7,  divide  the  Purchasing  Agency's 
allocation  by  the  total  for  all  Purchasing  Agencies  calculated  in  Step  7. 

9.  Multiply  Step  8  by  Step  2  for  each  Purchasing  Agency,  this  will  yield  the  amount  of  funds  subject 
to  negotiations,  recoupment  or  adjusted  prices. 
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DPS  will  then  notify  the  provider  of  the  amount  of  calculated  excess  surplus  revenue  as  well  as  the  amount 
allocated  to  each  Purchasing  Agency  for  resolution.  The  provider  and  each  Purchasing  Agency  should 
enter  into  a  resolution  stipulating  the  use  of  the  excess  surplus  funds. 

23.  Can  purchasing  agencies  require  different  uses  for  the  excess  (greater  than  5%)  funds? 

Yes,  that  is  the  reason  each  purchasing  agency  is  recognized  in  the  allocation  of  the  funds  rather  than  one 
agency  as  the  primary  purchasing  agency.  The  funds  were  generated  by  the  specific  purchasing  agencies 
and  they  can  designate  a  specific  use  for  their  allocation. 

24.  If  providers  do  not  agree  with  the  DPS  calculation,  how  should  they  appeal  it? 

The  provider  should  write  to  DPS  and  explain  its  position.  If  DPS  needs  further  information,  we  will 
schedule  a  meeting.  DPS  recognizes  that  there  may  be  some  issues  concerning  the  electronic  calculation 
of  the  surplus  as  well  as  the  definition  of  some  of  the  sources  of  revenue  that  may  affect  the  calculation  of 
surplus  funds. 
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SAMPLE 
Question  8 


REVENUE 

Program  1 

Program  2 

Program  3 

Program  4 

TOTAL 

TOTAL  GIFTS  - 
UNRESTRICTED 

10,000 

10,000 

20.000 

40.000 

SPECIAL  EVENTS  - 
UNRESTRICTED 

10,000  > 

10.000 

DMR 

70,000 

250,000 

300,000 

620,000 

DMH 

1  

40,000 

100.000 

140,000 

DSS 

20,000 

20,000 

OTHER  MA  GOV  SERVICES 
FEES  (cities  &  TOWNS) 

60,000 

60,000 

PRIVATE  INDIV.  /  3RD  PARTY 
FEES 

10,000 

100,000 

110,000 

TOTAL  REVENUE 

100.000 

300,000 

100.000 

500,000 

1,000.000 

CALCULATION  OF  %  REVENUE  ATTRIBUTABLE  TO  THE  COMMONWEALTH 


STEP  1 

TOTAL  COMMONWEALTH 
REVENUE 

70.000 

290,000 

80,000 

400.000 

840.000 

STEP  2 

TOTAL  UNRESTRICTED 
REVENUE 

20,000 

10,000 

20.000 

0 

50,000 

TOTAL  OTHER  REVENUE 

10,000 

0 

0 

100.000 

110,000 

STEP  3 

TOTAL  ADJUSTED  REVENUE 
(TOTAL  REVENUE  -  TOTAL 
UNRESTRICTED  REVENUE) 

80,000 

290.000 

80,000 

500.000 

950,000 

STEP  4 

%  COMMONWEALTH 
REVENUE  (TOTAL 
COMMONWEALTH  REVENUE 
/TOTAL  ADJUSTED 
REVENUE) 

87.50% 

100% 

100% 

80% 

CALCULATION  OF  SURPLUS  ATTRIBUTABLE  TO  THE  COMMONWEALTH 


STEP  5 


STEP  6 


STEP  7 


STEP  8 


STEP  9 


SURPLUS/DEFICIT  (UFR 
SCHEDULE  B,  LINE  47) 


ADJUSTED  SURPLUS/DEFICIT 
(SURPLUS/DEFICIT  -  TOTAL 
UNRESTRICTED)  


COMMONWEALTH 
SURPLUS/DEFICIT 
(ADJUSTED  SURPLUS  *  % 
COMMONWEALTH  REVENUE) 


PROVIDER  SURPLUS 
ATTRIBUTABLE  TO  THE 
COMMONWEALTH 


TOTAL  REVENUE 
ATTRIBUTABLE  TO  THE 
COMMONWEALTH 


SURPLUS"  PERCENTAGE 
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SAMPLE 
Question  22 


Program  1 

Program  2 

Program  3 

Program  4 

TOTAL 

Step  1 

%  SURPLUS  OVER  5  %  STEP  9 
QUESTION  8 

.71% 

Step  2 

EXCESS  REVENUE  OVER  5% 

5.964 

PURCHASING  AGENCIES  PERCENTAGE  OF  COMMONWEALTH  REVENUE 


Step  3 

DMR 

100% 

V86.20% 

75% 

DMH 

13.80% 

25  % 

DSS 

25% 

OTHER  MA  GOV  SERVICES 
FEES  (CITIES  &  TOWNS) 

75% 

CHL|J  *4 

\^ WIVl  1VI\_/1 1  TV  n 

"SURPLUS"  (STEP  6 
QUESTION  8) 

n 

40.000 

Step  5 

DMR  %  OF  "SURPLUS"  BY 
PROGRAM 

0 

17,240 

30.000 

DMH  %  OF  "SURPLUS"  BY 
PROGRAM 

2.760 

10.000 

DSS  %  OF  "SURPLUS"  BY 
PROGRAM 

(3.000) 

OTHER  MA  GOV  SERVICES 
FEES  (CITIES  &  TOWNS)  % 
OF  "SURPLUS"  BY 
PROGRAM 

(9.000) 

Step  6 

"SURPLUS"  ATTRIBUTABLE 
TO  DMR 

"SURPLUS"  ATTRIBUTABLE 
TO  DMH 

"SURPLUS"  ATTRIBUTABLE 
TO  DSS 

"SURPLUS"  ATTRIBUTABLE 
TO  OTHER  MA  GOV 
SERVICES  FEES  (CITIEs  & 
TOWNS) 

Step  7 

SURPLUS  (ONLY) 
ATTRIBUTABLE  TO  DMR 

SURPLUS  (ONLY) 
ATTRIBUTABLE  TO  DMH 

SURPLUS  (ONLY) 
ATTRIBUTABLE  TO  DSS 

SURPLUS  (ONLY) 
ATTRIBUTABLE  TO  OTHER 
MA  GOV  SERVICES  FEES 
(CITIEs  &  TOWNS) 

Step  7 

TOTAL 

Step  8 

DMR  %  OF  SURPLUS 
ALLOCATION 

DMH  %  OF  SURPLUS 
ALLOCATION 

DSS  %  OF  SURPLUS 
ALLOCATION 

OTHER  MA  GOV  SERVICES 
FEES  (CITIES  &  TOWNS)  % 
OF  SURPLUS  ALLOCATION 

SURPLUS  ATTRIBUTABLE  TO  PURCHASING  AGENCIES 
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SAMPLE 
Question  22  (continued) 


EXCESS  REVENUE  ALLOCATED  TO  PURCHASING  AGENCIES 


Step  9 

EXCESS  REVENUE 
ALLOCATED  TO  DMR 

EXCESS  REVENUE 
ALLOCATED  TO  DMH 

EXCESS  REVENUE 
ALLOCATED  TO  DSS 

EXCESS  REVENUE 
ALLOCATED  TO  OTHER  MA 
GOV  SERVICES  FEES 
(CITIES  &  TOWNS) 

Questions,  concerns  or  comments  may  be  directed  to  Ron  Ardine,  Director  of  the  Pricing  Bureau,  at 
(617)  727-7500  x277. 

DPS-P038A-93 

f:\pricing\ronaVsurprev3.doc 


14 


One  [jUurton  Place,  Bo6lon,  W-J  02108-1552 


William  F.  Weld 
Governor 


Mark  E.  Robinson 
Secretary 


(617)  727-7500 
Fax  (617)  727-4527 


Philmore  Anderson  III 
State  Purchasing  Agent 


April  11,  1994 


Dear  Providers,  Independent  Auditors  and  Interested  Parties: 

In  recent  weeks,  this  office  has  received  numerous  inquires 
concerning  new  accounting  principles  that  will  result  in  future 
changes  to  the  format  of  the  Uniform  Financial  Statements  and 
Independent  Auditor's  Report   (UFR) .     The  new  accounting  principles 
are  contained  in  a  new  pronouncement,  Statement  of  Financial 
Accounting  Standard  No.  117   (FASB  117) ,   that  was  recently  issued  by 
the  Financial  Accounting  Standards  Board  (FASB) . 

The  statement  establishes  standards  for  general -purpose  external 
financial  statements  provided  by  a  not-for-profit  organization. 
It  requires  the  financial  statements  to  provide  certain  basic 
information  that  focuses  on  the  entity  as  a  whole  and  meets  the 
common  needs  of  external  users  of  those  statements.     These  needs  will 
require  all  not-for-profit  organizations  to  provide  a  statement  of 
financial  position,  a  statement  of  activities,  and  a  statement  of 
cash  flows.     In  addition,  voluntary  health  and  welfare  organizations 
must  provide  a  statement  of  functional  expenses  that  reports  expenses 
by  both  functional  and  natural  classifications.     The  statement  also 
requires  classification  of  an  organization's  net  assets  and  its 
revenues,  gains,  and  losses,  based  on  the  existence  or  absence  of 
donor- imposed  restrictions.     The  statement  requires  these 
restrictions  to  be  displayed  in  the  statement  of  financial  position 
and  statement  of  activities  as  permanently  restricted,  temporarily 
restricted  and  unrestricted. 

The  Bureau  of  Audit  responded  to  an  invitation  to  comment  on  the 
exposure  draft  of  FASB  117.     In  our  comments,  we  argued  that 
providers  and  the  Commonwealth  would  need  adequate  time  for  training 
and  modifying  administrative  and  accounting  systems  in  order  to 
adequately  implement  the  provisions  of  the  statement.     The  statement 
is  effective  for  annual  financial  statements  issued  for  fiscal  years 
beginning  after  December  15,   1994,  except  for  organizations  with  less 
than  $5  million  in  total  assets  and  less  than  $1  million  in  annual 
expenses.     For  those  organizations,   the  statement  is  effective  for 
fiscal  years  beginning  after  December  15,   1995.     Earlier  application 
is  encouraged  by  FASB. 
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Given  the  flexibility  of  the  effective  dates  of  FASB  117,   the  Fiscal 
Year  1994  UFR  will  not  be  modified  to  meet  FASB  117  needs.     Since  the 
UFR  is  a  uniform  document  that  has  been  designed  to  meet  all  users' 
needs,  this  office  will  be  unable  to  accept  UFR  filings  for  Fiscal 
Year  1994  that  do  not  conform  to  the  UFR  format  and  requirements. 

To  meet  FASB  117  needs,  UFR  modifications  will  most  likely  occur  for 
the  Fiscal  Year  1995  filing  period.     A  review  of  recent  UFR  filings 
indicates  that  only  twenty- five  percent   (25%)   of  Commonwealth 
providers  currently  would  qualify  for  the  effective  date  associated 
with  fiscal  years  beginning  after  December  15,  1995. 

Providers  are  encouraged  to  obtain  training  from  available  sources 
concerning  implementation  of  the  accounting  principles  needed  to  meet 
the  FASB  standards  of  financial  accounting  and  reporting.     Now  is  the 
time  to  begin  preparing  for  the  implementation  of  FASB  117  and  other 
new  pronouncements,  so  we  urge  you  to  consult  appropriate  accounting 
literature  and  personnel  concerning  these  matters.     In  addition,  our 
office  will  be  augmenting  any  acquired  guidance  in  our  future 
training  sessions. 

If  you  have  any  questions  concerning  the  UFR  or  implementation  of 
FASB  117,  please  do  not  hesitate  to  contact  me  or  members  of  my 
staff . 


Sincerely, 


Kent  Barkhouse 

Division  of  Purchased  Services 
Director,  Bureau  of  Audit 
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DEPARTMENT  OF  PROCUREMENT  AND  GENERAL  SERVICES 
DIVISION  OF  PURCHASED  SERVICES 


Amendments  to  808  CMR  1.00,  effective  June  17, 1994,  for  Fiscal  Year  1995. 

The  following  amendments  to  808  CMR  1.00  were  promulgated  on  June  17,  1994,  effective  for  Fiscal 
Year  1995.  These  amendments  are  being  provided  in  conjunction  with  the  Fiscal  Year  1994  UFR 
Training  for  Fiscal  Year  1995  planning  purposes  and  future  reference. 

1.  808  CMR  1.04  has  been  amended  by  the  insertion  of  the  following  additional  paragraphs: 

(5)  Related  Party  Transactions.  Notice  of  all  related  party  transactions  (including  the  relationship  of 
the  related  party  and  a  description  of  the  nature  and  amount  of  the  transaction)  shall  be  made  in  writing 
to  the  Division  and  purchasing  agency  prior  to  their  execution.  In  the  case  of  a  program  approved 
under  M.G.L.  c.  71B,  notification  shall  be  given  to  the  Division,  the  Department  of  Education  and  any 
EOHHS  principal  purchasing  agency.  If  disclosure  of  a  related  party  transaction  was  made  for  the 
purpose  of  prequalification  pursuant  to  808  CMR  2.14(4),  was  made  within  an  executed  service 
contract,  or  was  made  within  a  budget  submitted  in  accordance  with  808  CMR  1.08,  this  disclosure  will 
satisfy  the  requirements  of  808  CMR  1.04(5).  Prior  written  disclosure  shall  not  be  required  where  the 
total  value  of  transactions  with  a  related  party  is  less  than  $100  within  the  year;  and,  shall  not  be 
required  where  the  transaction  is  a  gift  to  the  provider  from  an  official,  administrator  or  manager  of  the 
provider. 

(6)  Inventory  of  Equipment  and  Furnishings.  Any  provider  in  possession  of  furnishings  and 
equipment  to  which  a  purchasing  agency  has  tide  shall  maintain  a  written  inventory  of  the  property  in 
such  form  as  directed  by  the  Division.  Upon  termination  of  the  provider's  agreements  with  the 
purchasing  agency,  the  property  shall  be  returned  to  the  purchasing  agency  or  transferred  to  another 
provider  doing  business  with  the  Commonwealth  for  its  use,  as  directed  by  the  purchasing  agency. 

(7)  Failure  to  Comply  with  808  CMR  1.04(5),  1.04(6)  and  1.15(25).  If  after  a  hearing,  the  Division 
finds  a  violation  of  808  CMR  1.04(5),  808  CMR  1.04(6),  or  808  CMR  1.15(25),  the  Division  may 
order  that  the  service  contract  or  contracts  directiy  affected  by  such  violation  be  terminated  or  may 
assess  a  civil  penalty  of  not  more  than  $2,000  or  10%  of  the  provider's  annual  maximum  obligations 
under  such  contract  or  contracts,  whichever  is  greater.  If  the  Division  determines  after  a  hearing  that  a 
provider  has  committed  repeated  willful  violations  of  808  CMR  1.04(5),  808  CMR  1.04(6),  or  808 
CMR  1.15(25),  the  Division  may  debar  the  provider  for  a  period  not  to  exceed  five  years. 


2.  808  CMR  1.15(8)  pertaining  to  costs  paid  to  a  related  party  has  been  replaced  by  the 
following: 

(8)  Related  Party  Transaction  Costs.  Costs  which  are  associated  with  a  related  party  transaction  are 
reimbursable  only  to  the  extent  that  the  costs  do  not  exceed  the  lesser  of  either  the  related  party's  actual 
costs,  excluding  costs  which  would  not  be  reimbursable  operating  costs  under  808  CMR  1 .02  and  808 
CMR  1.15,  or  market  price;  provided  that  transactions  with  a  related  party  totaling  less  than  $100 
annually  may  be  reimbursed  at  market  price. 

3.  808  CMR  1.15(9)  has  been  amended  by  replacing  the  words  "which  have  not  been 
approved  by  the  Internal  Revenue  Service"  with  the  words  "which  have  been  denied  approval  by  the 
Internal  Revenue  Service." 


4.  808  CMR  1.15  has  been  amended  by  the  insertion  of  the  following  additional  paragraphs: 


(23)  Luxury  Items.  All  costs  associated  with  luxury  items,  including,  but  not  limited  to  luxury 
passenger  automobiles  as  defined  in  sections  4001  or  4002  of  the  Internal  Revenue  Service  Code, 
airplanes,  boats,  vacation  homes,  alcoholic  beverages,  charitable  contributions  and  donations,  and  all 
non-program  entertainment  expenses. 

(24)  Salaries  of  Officers  and  Managers.  Salaries  of  officers  and  managers  to  the  extent  they  exceed 
the  rate  paid  to  state  managers  in  job  group  M-XH,  step  seven  in  the  schedule  contained  in  M.G.L.  c. 
30,  s.  46C.  For  example,  if  the  maximum  salary  level  in  the  state's  management  schedule  is  $80,000 
and  a  provider's  chief  executive  officer  earns  $100,000  and  spends  25%  of  her  time  on  a  social  service 
program  under  808  CMR  1.00,  reimbursement  would  be  limited  to  $20,000  ($80,000  maximum  rate  x 
25%  =$20,000). 


(25)  Mortgage  Principal.  Mortgage  principal  on  an  amortized  or  other  basis:  no  purchasing  agency 
shall  reimburse  a  provider  for  the  principal  portion  of  any  note  secured  by  a  mortgage  on  property 
owned  directly  or  indirectly  by  the  provider. 

(26)  Undocumented  Expenses.  Costs  which  are  not  adequately  documented  in  light  of  the  American 
Institute  of  Certified  Public  Accountants  statements  on  auditing  standards  for  evidential  matters. 

(27)  Administration  and  Support  Costs.  Costs  which  are  otherwise  non-reimbursable  under  the 
provisions  of  808  CMR  1.15  may  not  be  reimbursed  through  administration  and  support. 

5.  808  CMR  1.19(3)  has  been  replaced  by  the  following: 

(3)  Not-for  Profit  Provider  Surplus  Revenue  Retention.  If,  through  cost  savings  initiatives 
implemented  consistent  with  programmatic  and  contractual  obligations,  a  non-profit  provider  accrues 
an  annual  net  surplus  from  the  revenues  and  expenses  associated  with  services  provided  to  purchasing 
agencies  which  are  subject  to  808  CMR  1.00,  the  provider  may  retain,  for  future  use,  a  portion  of  that 
surplus  not  to  exceed  5%  of  said  revenues.  The  cumulative  amount  of  a  provider's  surplus  account  may 
not  exceed  20%  of  the  prior  year's  revenues  from  purchasing  agencies.  Surpluses  may  be  used  by  the 
provider  for  any  of  its  established  charitable  purposes,  provided  that  no  portion  of  the  surplus  may  be 
used  for  any  non-reimbursable  cost  set  forth  in  808  CMR  1.15,  the  free  care  prohibition  excepted.  The 
Division  shall  be  responsible  for  determining  the  amount  of  surplus  that  may  be  retained  by  each 
provider  in  any  given  year  and  may  determine  whether  any  excess  surplus  shall  be  used  to  reduce  future 
prices  or  be  recouped. 
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